Think 7-Eleven... 
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Now, think again. 



7 f..r 


7 EJeuen deli-style 
sandioiches are made with 
specialty meats and cheeses, 
artisan breads and spicy sauces. 
They're a tasty value' 


Unique products have 
customers comin$ back time 
and a$ain. TWIZZLERS candy 
straws were jointly developed 
with Hershey's. The strawberry- 
flavored SLURPEE drink goes 
with the strawberry-flavored 
sfraii; for a complete flavor 
experience. 


J Eleven brownies are freshly 
baked and dehcious Enjoy 
with an icy. cold beverage or 
steaming cup of coffee 
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And again. 

(> 7 Eleven's sponsorship of 
INDY RACING LEAGUE (IRL) 
driuer Tony Kanaan, 200H 
Championship ivinner, Jed 
to the successful launch of 
proprietary products, such 
as Arizona iced tea. 




Every 7-Eleven wrap is made 
with flavored tortillas, fresh 
vegetables and deli meats. With 
th^ir robust flavor, wraps make 
a wholesome on-the-$o meal. 


Made from original 
recipes, our breakfast 
pastries are tasty and 
popular for dessert, too. 
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Exclusive items like 
su$ar'free Mad Croc 
Energy Drink are offered 
at stores nationwide, 
$fvin$ customers value' 
priced, quality alternatives 
to national brands. 


7'Elevens seif'Serve 
coffee bar offers 
flavorful syrups like 
su^ar-free vanilla or 
hazelnut so customers 
can customize their 
brews and start the 
day off ri$ht. 
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And again. 


7 ELEVEN SPEAK OUT WIRELESS 
prepdtd service offers value-priced 
cell phones and minutes. Phones 
come instantly activated out of the 
box, with a preassijned phone 
number and loaded with airtime 
Now that's service' 


Health-conscious shoppers 
have more refreshing drinks 
to choose from, whether they 
support the immune system, 
boost energy or quench thirst. 
7-Eleven's proprietary flavored 
sparkling waters are an 
extension of our QUALITY Classic 
Selection spring water line. 


A popular new video game 
arrived at stores last fall 
Microsoft's Xbox game sequel. 
Halo 2. was sold in time for the 
holidays, along with a Mountain 
Dew flavored SLURPEE drink 
in 32 ounce collectible cups. 
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Our extensile Ime of 
financiaJ services includes 
a 7 ELEVEN E CASH prepaid 
MasterCard card, lohich 
customers purchase and 
reload conveniently at 
7 ELEVEN stores. 


Innovative packa$m$ 
attracts shoppers, tn 
this case, it also improves 
product quality luith 
aluminum bottles that 
keep beer colder longer 
for customers. 


y-Eleien premium 
cookies are perfect for 
an afternoon treat or 
pick-me up snack 
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We work to exceed your expectations, 
every time you visit a 7-ELEVEN* store. 

7-Eleven makes an art of giving customers what they want 
by navigating the globe to explore lifestyles and trends. 
We then work with suppliers to create innovative 
products and services that exceed expectations while 
contributing to our bottom line. This process makes us 
a leader in convenience retailing. 



A new level of convenience. 
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2004 Financial highlights 


7-I Jfvcn, Inc. achicvcxl total revenue growth of 13.1% in 2(K)4 and rejxirted 
total revenue of SI2.2 billion, a neu’ record for its convenience stores. 

With a network ot S,8()() stores iti the United States and C!anada, we serve 
6 million customers a day. Ib meet the changing needs of these ciLstomers, 
7-I‘.leven otters an unmatched selection ot tresh products, tountain drinks, 
cotlee, cold beverages, Ix-er, cigarette's and other convenience items. 

Merchandise 

I hrough the use ot technology, tranchisees and store managers 
have the ability to continuously customize their product mix. 
Keeping our product assortment tresh and exciting contributed to 
our I 1 th-siraight yearly improvement in same-store merchandise 
sales in 2004. lotal merchandise sales rose million, or 

7.0*4» over 2003, to S7.0 billion, (irovvih was driven primarily by a 
3.34() increase in U..S. same-store merchandise sales for the year, on 
top ot a 3.2% increase in 2003. Key contributors to the improvement 
included cigarettes, hot and cold beverages, beer and fresh food. 

Gasoline 

We sell gasoline 24 hours a day at 2,432 locations in the United 
.States and Uanada. By providing pay-at-the-pump capability at the 
majority ot stores, gasoline is part of the convenience experience 
at 7.K1.KVKN .stores. 

Our gasoline business performed well throughout 2004 despite a 
challenging market and record-high oil prices. Daily management 
ot retail gasoline prices at every store produced a 12ih consecutive 
year ot strong gasoline margins, with a 1 S.3-cent gross profit on 
each gallon ot gasoline for a record total of S342.4 million. Total 
gasoline gallons sold rose 6.4% to 2.2 billion gallons for the year. 
Ciasoline sales increased $8^2.8 million to S4.2 billion, or 26.0%, 
over 2003. The average price of a gallon ot gasoline rose 30 cents 
year over year in 2004. Average per-store-gallon sales, a measure of 
year-over-year performance, grew 4.9%. 


2004 Total Sales 


(l-.S. ami (ti 11,1^41' 



^ Merchandise Sales 65. J% (57 9 billion) 
Gasoline Sales 3H 7% (SH 2 billion) 


2004 Merchandise Sales 


it '. V itnd ( .injfli) 



Tobacco 29.i% ^ Fresh Foods 77% 

^ Beverages 5% ^ Non-Foods 6 9% 

^ Beer/Wine iJ.?% ^ Dairy HH% 

^ Candy/Snacks JO.0% ^ Services 3.7% 

Other 35% 
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Financial Highlights 


(Pollar> in millions, except earnings per share and store data) 

2002 

restated 

2003 

restated 


2004 

Merchandise Sales ' 

S 6,983.2 S 

7,375.2 

S 

7,893.1 

C'lasolinc Sales ‘ 

2,744.8 

3,355.1 


4,227.9 

rotal \er Sales' 

9,728.0 

10,730.3 


12,121.0 

Ocher Income ' 

102.8 

97.0 


125.1 

local Revenues ^ 

9,830.8 

10,827.3 


12,246.1 

Clore Warnings -■' 

75.0 

86.9 


114.7 

Nec Warnings ^ ^ 

11.6 

62.1 


96.5 

C'ore Earnings Per Common Share (Diluced) ' - ^ 

0.68 

0.76 


0.95 

Net liarnings Per C'ommon Share (Diluted) ^ 

0.12 

0.57 


0.81 

EHITDA-<* 

419.6 

503.9 


559.6 

Weighted Average Shares Outstanding (Diluted)" 

1 11.4 

127.0 


129.4 

As of Year-End: 





Shareholders’ Equity ' 

157.1 

331.6 


464.5 

U.S. Same-Store Merchandise Sales Increase^ 

3.1% 

3.2% 


5.3% 

Ciasoline Gallons ' 

1,976.4 

2,106.7 


2,241.3 

Number ot 7-Eleven Stores (U.S. and Canada) 

5,823 

5,784 


5,799 

Total 7-Eleven Stores Worldwide 

24,434 

25,796 


27,516 

Total Sales in 7-Eleven Stores Worldwide 

S 32,651 S 

.56,524 

s 

40,877 

1 Prior-year amounts on the consolidated statements of earnings hav 
accordance with SF.AS .No. 144. "Accounting for the Impairment or 

e been reclanified to discontinued operation^ to conform to the current 
Ptspo>al of Long-Lived .Assets. “ 

■year presentation in 


J ( urf titruittgs iiiui lort- earnings per dtluteei share have het n ad^uaeii to exclude unusual items, cumulative accounting changes and discontinued operations. 

s In Pecemher 20(P. we revised our accounting for depreciation of leasehold improvements and restated prior years to adjust the amortization expense of certain of our 
leasehold improvements to he the shorter of the economic useful life or the lease term as defined hy SFAS A’o. 13, “Accounting for I eases. " As a result, the 
opening halance of >hareholders' etjuity as of Pecemher 31, 2001, was reduced $5 3 million for the cumulative effect of the after-tax increase in prior years 
depreciation expense, and years ending Pecemher 31, 2002. and 2003. were restated accordingly to be consistent with our revised accounting for depreciation of 
leasehold improvements (see Xote I). 

s Net earnings in 2002 included an after-tax cumulative effect of aaounting change of S(2H.l, million in connection with the adoption of STvi^ .V/). 143. 

'Accounting for .5sset Retirement Obligations. “ Net earnings in 2003 iniluded an after-tax cumulative effect of accounting change of $(10.2) million in 

connection with the adoption of FASB Interpretation No. 46, “Consolidation of Variable Interest Entities - an Interpretation of ARB No. 51, " f“FlN -lO"). Net 
earnings in 2004 includes an afrer-tax cumulative effect of accounting change of S(5.lf million in connection with the adoption of a revision to flN 46. 
“Consolidation of Variable Interest Entities - an Interpretation of ARB No. 51 'revised Pecemher 2003) " C'hl.\ 46R''l. 

Frior-year amounts have been reclassified to conform to the current-year presentation in accordance with the adoption of FIN 46R in 2004. 

u FBITPA is defined as earnings before nei interest expense, income tax expense, depreciation and amortiZittion and cumulative accounting changes. 

- In 2002. the shares in connection with the 199^ Convertible Quarterly Income Debt Securities iQClDS) were antidilutive to earnings per common share and 

were not assumed converted for weighted average shares outstanding. 

s PS. same-store merchandise sales increate in 2004 of *>.6% was adjusted for leap year to he comparable to prior years. 











Shareholders letter 


Dear Fellow Shareholders: 

Wc made 7-Klevcn a stronger company in 2004, successfully 
balancing the need for continued improvement in near-term 
results with the goal of transforming our infrastructure for 
long-term growth. 


A same-store merchandise sales increase of 5.3% for the 
year and stable gasoline gross profit was achieved even 
though consumers’ disposable income was afYected by 
record-high oil prices. Our 6 million daily customers saw 
continued improvements in product assortment, quality, 
value, store cleanliness and service during the year. As a 
result, they spent greater amounts in our stores, contributing 
to the steady improvement in our performance. By year- 
end we marked our 33rd consecutive quarterly increase in 
U.S. same-store merchandise sales. 


, 1 

Breakfast treats 

Underlying the sustained sales improvement is our Retailer 
Initiative strategy. I'his “pull” approach enables the store 
operators to respond to the changing needs of customers 
through deletion of slow-moving stock, improved 
forecasting of high-velocity items and introduction of 
new products, fo complement this strategy, we introduced 
2,500 new' items throughout the year. Many of these 


items were proprietary products or exclusive to 7-Kleven, 
which contributed to our overall results. 

Ihe sale of our Cityplace headquarters building 
coupled with growth in operating cash f1ow' gave us the 
ability to retire S449 million in debt. As a result, we 
significantly strengthened our balance sheet and 
reduced interest expense. While cost reduction is an 
ongoing focus, we also reinvested in the business 
through technology enhancements, store upgrades and 
new store development. Overall, w'e advanced our long¬ 
term growth initiatives and a new' level ol convenience 
emerged at 7-Eleven. 

We produced the following results in 2004: 

• Core earnings grew at a double-digit pace to 
Si 14.7 million, a 32.0% increase over 2003. 

• lotal revenues rose to a record SI2.2 billion. 

• Merchandise sales increased to S7.9 billion, up 
7.0% from 2003. 

• .Merchandise gross profit grew to S2.8 billion, 
an increase of 8.3% from prior year. 

• U.S. same-store merchandise sales grew 5.3%, 
on top of 3.2% in 2003. 

• C]asoline gallons sold increased to 2.2 billion, 
with a 1 5.3-cent-per-gallon margin. 

• Debt w'as reduced by 5449 million, or around 25%. 

• Wc reached a global store count of 27,516 stores. 

The investment community has noticed our progress. 







7-Hlcvcn's stock performance outpaced the major indices, 
returning more than 43% to shareholders in 2004. 

While pleased with these accomplishments, our work is 
just beginning. WeVe been building a company with 
sustainable competitive advantages that can deliver consistent 
improvement year after year. The competition is not standing 
still and customers’ needs continue ro change, so the 
transformation of 7-Eleven must continue to accelerate. 


Model Market ... Teaching Retailer Initiative 

Retailer Initiative is our people using the proprietary 
tools and infrastructure of 7'Eleven to improve their job 
of serving tbe customer. Our sixth yearly increase in 
merchandise inventory turnover reflects our effective use 
of these tools. 

lo further educate our organization on the practice and 
benefits of Retailer Initiative, w'e developed a ‘‘model 
market” program. The primary focus of this approach is 


extensive training of field support staff and personnel at 
the store.s. By year-end, we had established 58 model 
markets representing 1,400 stores. Each of these stores 
is practicing improved merchandising and advanced 
order-wTiting techniques. 

Model market stores are demonstrating meaningful 
results, outpacing non-model market stores in average 
per-store merchandise sales, gross profit, inventory 
turnover and operating results. During 2003, this 
program will remain a top priority for 7-Eleven, better 
positioning us for long-term grow^th. 



Ngv^ franchise 
agreement signing 


With franchisees operating over 3,400 7-ELEVEN'^ stores in 
the United States, their adoption of our Retailer Initiative 


.. We advanced our Jon^-term ^roivth 
initiatives and a new level of 
convenience emerged at V-Eleven.. 
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stratcg)' is critical to our combined success. A new franchise 
agreement was developed with franchise participation, 
and over the course o^ last year we signed 95% of the total 
franchise system on the new agreement. This agreement 
further aligns our common interests and enhances the 
ability to leverage the existing infrastructure 
and scale. It represents an important milestone in the 
succe.ssful execution of our Retailer Initiative strategy. 

Enhanced Use of Technology ... RIS 

Our proprietary retail information system (RIS) enables 
improved retail decision-making at every store by capturing 
changes in purchasing patterns. Every day, data from 12 
million point-of-sale line items and other information is 
consolidated within a four-hour window'. By 7 a.m. each day, 
that data is available to our field staff and merchandising 
team to work with individual stores for category 
optimization. By placing the power of ordering in the 
hands of store personnel, we are achieving better in-stock 
performance and improved product assortment decisions. 
We made substantial system improvements last vear, 
upgrading the servers in each store and providing 
enhancements for training, forecasting, ordering, inventor)^ 
and management reporting. During 2005, we plan to add a 
new mobile operations terminal (MOT) and scanner to Further 
improve stores’ ordering and forecasting capability. The 
continued enhancements to RIS will make store operators 
more effective in their practice of Retailer Initiative and 
ensure the right product at the right store at the right time. 



New Product Development . innovation 

7-Elevcn is leading the industry by setting new- convenience 
standards, alw'ays searching for ways to provide added 
convenience to customers’ daily lives from the introduction 
of delicious fresh foods to the latest technology in 
prepaid services. By researching global trends and local 
preferences, we can develop products that differentiate 
7-Eleven. Product innovation covered a wide range of 
offerings in 2004, including the test of a new aluminum 
beer bottle with Anheuser-Busch and an exclusive Jessica 
Simpson CD whth Sony Music. 

Opportunities for new product development in two 
exciting categories, fresh food and services, will continue 
to drive 7-Eleven. 



We are uniquely positioned to provide quality, value and 
portability for consumers’ fresh food needs. During 2004, 
our obsession w'ith quality led to, among other things, better 








breads, bold-Havored condiments and upgraded product 
packaging. As a result, fresh food sales grew in the mid-teens 
over 2003, building momentum for more progress this 
year and beyond. With its long-term growth potential, 
fresh food will continue to be a key focus. 


INDY RACING LEAGUE 
branded merchandise 


Our proprietary fresh food offerings are made possible 
by the network of dedicated commissaries, bakeries 
and combined distribution centers serving our stores. 
Specialty sandwiches, salads, donuts, muffins and 
pastries are delivered daily to 7-ELF.VF.N'*' stores by 
this exclusive distribution network, allowing us to 
constantly distinguish our product mix. During 2004, 
the 24th combined distribution center opened 



supporting the Seattle and Portland markets. With 
this opening, 86%, or nearly 5,000 stores, are now 
served with daily deliveries. 

Service offerings were expanded in 2004. 7-ELEVFN 
SPEAK OUT WIRELESS""' service was a successful 
combination of simplicity and value. Phones are instantly 
activated, ready for use right out of the box. The cost of 
airtime is the same regardless of denomination purchased, 
and expiration dates are a market-setting 365 days. 

We acquired from American Express Company the AT.Vt busi¬ 
ness deployed in approximately 5,500 7-ELEVEN'' stores, 
which complements our plan to accelerate growth in services 
and provides greater flexibility in our future product offerings. 



Selected third-party 
gift cards 


“With our broad reach, 7-Eleuen is 
uniquely positioned to provide 
quality, value and portability for 
consumers’ fresh food needs’.’ 
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(^ur V'C'OM^ kiosk continues to provide an enhanced 
assortment of financial services at around 1,000 stores. 
A new check-cashing provider, bill payment services, and 
direct partnerships with temporary labor agencies were 
added in 2004. We launched our 7-F-l.FA^EN F-CASH* 
prepaid MasterCard'^ card, first at our VCOM^ kiosk, 
then over the counter at all stores. I'his product allows 
consumers the convenience of a prepaid card anywhere 
MasterCard*' is accepted. 

I he convenience customers needs are constantly changing 
and 7-F'leven is committed to changing with them. 

Gasoline ... a Steady Contributor 

7-F'levens retail gasoline business performed remarkably 
well in a year that saw unprecedented increases in retail 
gasoline costs. For the second consecutive year, gasoline 
gross profit per gallon exceeded 15 cents. Solid margin, 
combined with 6.4% growth in gallons sold, contributed to 
a record level of gasoline gross profit. This marks the 12th 
consecutive ye;ir of giisoline margins around the FTcent-per- 
gallon level or higher. Our gasoline business is managed as a 
convenience need, and the daily management of retail prices 
at each store will continue to drive our steady performance. 

I he company’s 20-year supply agreement with TITCX) 
Petroleum (Company expires in 2006. 7-lileven intends to 
grow its gasoline business with the best possible structure 
and is evaluating its range t)f alternatives. 


7*Eleven Store Growth 

Worldwide, a new 7-Fl.FATIN'*^ store opens approximate¬ 
ly every five hours. Growth of the 7-FdJWFlN'*' brand 
reached 27,516 stores in 2004, with the net addition of 
more than 1,700 licensed stores. F^arly in 2004, we 
announced that the Ministry of C'ommerce in the People’s 
Republic of C'hina approved the formation of a joint ven¬ 
ture that by year’s end was operating ten 7-FLFV'’FN‘*' 
stores in Beijing. 

Store growth in the United States and (Canada was slower in 
2004 as we fine-tuned our store model. One ol our newer 
store ofterings is an “urban" store, a walk-up location in high- 
densitv’ areas that is typically smaller (approximately 1,500 
square feet) than a traditional convenience store, d'he.se stores 
can be developed more quickly with sales growing at a faster 
pace (especially in fresh foods), and returns are higher. With 
greater confidence in our portfolio of .store options, we plan 
to increase domestic store growth in 2005. During this year 
we anticipate adding as many as 1 50 new stores. 

Driving Continuous Improvement in 2005 

Last year's significant achievements are due to the hard 
work of our employees, franchisees and licensees who 
have embraced our company's initiatives. 1 want to 
extend my sincere appreciation for their dedication arul 
contributions to the success of 7-Fdevcn. 

We begin 2005 with confidence and a commitment to all of 
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that lie ahead. Our Retailer Initiative strategy is producing 
sustainable merchandise sales increases and profit growth. 

In todays marketplace, 7'Eleven can outperform by 
executing our strategic plan, improving our business 
model and aggressively pursuing our growth initiatives. 
At 7-Eleven, employees, franchisees and licensees all have 
the passion to strive to be better at what we do every day, 
in meeting our obligations to customers, suppliers and 
ultimately, you, our shareholders. We hope you share our 
confidence in the promising future of 7-Elcven. 

Sincerely, 






Edward W. Moneypenny Gary R Rose 


James W Keyes 


Semof Vice President and 
Chief Financial Officer 


freciii"-'- ^'>^e Pif^inen! sna Chief 

President and Chief [xecat^je Office; 
Operating Officer 


James W. Keyes 

Piesidcnl and Chief Executive Officer 











7-Eleven: providing convenience to make life easier 


Every day 20 million customers visit 27,500-plus 
7-ELHVEN*' stores in the U.S., Canada and 17 interna¬ 
tional markets. And every day employees, franchisees 
and licensees at these stores greet their patrons with 
freshly brewed coffee, newly baked breakfast items, 
hand-prepared sandwiches, on-the-go meals, growing 
selections of beverages and snacks, steadfast service 
and a smile. 

I hese are people pressed for time who rely on their 
neighborhood '"-ELEVEN^ store for quality merchandise 
and convenience, whether they live in downtown Tokvo 
or the suburbs of Dallas. 

New products introduced 
at 7-ELEVEN stores in 2004 

During 2004, customers were resilient in the face of 
higher gasoline prices and continued their daily purchases 
at 7-f'Jeven. We attribute this loyalty to the quality, 
selection and value of our products, achieved through 
constant reexamination of our product assortment and a 
desire to surpass the expectations of our customers. 

We introduced some 2,500 new items in 2004, 
contributing to a 5.3% rise in U.S. same-store merchandise 
sales, and completed our 33rd consecutive quarterly 
increase in same-store merchandise sales. I'his record 
translated to 7.0% annual growth in total merchandise 
sales, an increase of $517.9 million to $7.9 billion. 


2,500 


think a simple cup of java is all we have to offer, you're in 
for a pleasant surprise. 

Flavored Coffee Awakens Sale^ 

Imagine the aroma of a robust [)ark Mountain Roast 
blend or flavors like French vanilla, chocolate and 
toasted pecan. You don’t have to stop at a gourmet coffee 
shop to enjoy these satisfying flavors. Simply drop in at 
your local 7-Eleven. 


I'hroughout the year, 7-Edeven launched new gourmet 
fla vors of coffee, cappuccino and hot cocoa. Flavors 
included Chocolate Iruffle, Macadamia C'oeonut and 
Spiced Pumpkin Latte C^appuccino. And we put a spin 
on old-fashioned hot cocoa with the rollout of 
Hershey’s^ S’Mores^ and York’' Chocolate Mint Mot 
Chocolate flavors. 



Great lasting 
flavored coffees were 
introduced last year 


I he new choices play to consumers' preference for 
high-end coffees and complement the 7-ELEVEN (.‘AEL 
COMBIN.AriONS" program. Loppings, like chocolate 
and mini-marshmallows, and sugar-free and nonsugar- 
free syrups gave patrons choices for customizing their 
brews. In addition, our new Solo' ihermoformed cup 
with its easy-to-snap-on top and reclosable sip hole 
vastly improved the coffee drinking experience. 


Start Your Morning at a 7 ELEVEN Store 

7-Edeven coffee is a familiar, comforting sight as people 
share morning camaraderie at the coffee bar. But if vou 


The end result: 2004 hot beverage sales increased 9%. Not 
only are we selling more cups of coffee, but customers are 
trading up to larger sizes of our indulgent blends. 
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At breakfast... 



























At lunch... 


Deli-style 

sandwiches 


Appetizing 
sandwich wraps 


Nutritious juices 











BiCiikfast on the Run Never Tasted so Good 
(^ourmcr hot beverages aren’t the only changes 
delighting morning customers. Were expanding our 
line of breakfast options, including tempting donuts, 
muffins, breakfast biscuits and pastries, anci creating 
items like our French toast version of the 7-ELF.VF.N' 
Cio-Cio Faquito'. Morning customers have come to 
realize that 7-Eleven can provide what they need 
throughout the day. 

Combined distribution 
centers (CDC) serve 5,000 
7-ELEVEN stores 

Our Expanded Lunchtime Fare Offers 
a Wider Variety of Fresh Foods 

Sandwiches, grill and bakery sales each reached double¬ 
digit growth during 2004 and helped 7-Fdeven achieve 
an annual overall fresh food sales increase of 16% - 
making fresh food one of our fastest growing categories. 
New product introductions and menu improvements will 
drive our momentum in 2005, with fresh food remaining 
a key focus. 

Sandwiches Are Our Bread and Butler 

Breakfast sandwiches are just the start. We've continued 
to build our lunch menu with several signature sandwiches, 
using a variety of specialty deli-style breads, signature 
bold-flavor spreads, specialty meats and cheeses, and 
upgraded packaging. 

(Original recipes are developed by our product 
development team. Each divisions fresh foods team 
and its local kitchen also work together to offer area 


favorites like Cuban sandwiches in Florida and hoagies 
in the Northeast. 

7-Elevens product strateg)^ is to develop sandwiches targeting 
a broad range of consumer needs, from a basic high-quality 
sandwich like chicken salad to a specialn' one w'ith turkey, 
pepperoni and a tomato-feta spread on tomato-basil bread. 


Euery mornm^ electronic orders for our signature line of fresh food 
Items from an estimated 5.000 7 ELEVEN scores tri^^er kitchens and 
bakeries across the country to spend the day preparing customized 
orders They, in turn, dehuer the product to one of the 2^ dedicated 
combined distribution centers iCDC.i for late-ni^ht through early 
morning deliuery to 7 ELEVEN stores. Each receives delivery less than 
17 hours after the order is placed. 365 dayi a year 

In 200k. these CDCs made almost 2 million fresh food deliveries to 
about 86% of our store base This mchded the fourth quarter 
opening of the 2kth CDC in the Seattle/Portland area serving more 
than 250 stores. 

As a testament to the strength of this unique distribution model, 
when the hurricanes battered Florida’s coastal communities in 
200k, the CDC network had 7 ELEVEN stores back in stock quicker 
than the majority of retailers 


Wraps Offer Sandwich-Style Meals with a Twist 
Wraps are one of our newest fresh food items and a great 
lunch alternative. Even the packaging was specially- 
designed for 7-Eleven - it wrill stand up in, what else, a 
car cup holder or on a desk. 

Developed in-house by our fresh food team and corporate chefs, 
w^e have begun testing and expect to roll out nationally 
in early 2005. Each wrap features flavored tortillas. 


Fresh Food Requires Around-the Ciock Preparation 
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Cooking Up Neu) Products 

7 Eleven hired a director of product development last year who 
quickly established an in house fresh foods development team 
The newly formed $roup determines product viability, placement, 
merchandising and pricing, and they study a new product's potential 
in 7 Eleven's fresh food test market in Austin, Texas prior to any 
national rollouts to ensure maximum success 

While It typically takes fast food restaurants J8 months to create 
new products and casual dining about nine months. 7 Eleven’s pace 
;s muc/i faster - as quickly as three months. 


fresh vegetables and specialty meat» giving 7-Eleven the 
opportunity to attract a wider range oF customers and 
further diversify its lunch offering. 



Growth of fresh food 
sales in 200H 


Our sandwiches and wraps are decidedly flavorfiil and 
unique. I heir quality and value helps drive repeat 
business and will ultimately make 7'Eleven the ideal des¬ 
tination for fast - and portable - fresh foods. 


Our Stores Provide an Afternoon Energy Boost 

7-Eleven is continuously adding to its snack lines to appeal 
to varied customer tastes, from freshly baked desserts to 
energy foods and drinks to the ubiquitous Sl.URPEE' beverage. 


later-in-the-day snack cravings. We work to create regional 
favorites, a practice that can increase sales company-wide. 
Ehe Florida divisions chocolate brownie was so well-liked, 
we exported it nationwide, and it became a top-ranked new 
bakery item. 

Health-Conscious Buyers Find 7 Eleven a Heliable Resoufci* 
(Consumers are becoming more health conscious and, as 
a result, they want a greater variety of beiter-for-you 
products. 7-Eleven began 2004 leading the low-carbohy¬ 
drate trend, demonstrating our ability to quickly respond 
to emerging trends. 

As consumers shifted to more balanced diets, we rt)unded out 
our assortment with energy, nutrition and performance- 
oriented items. We also expanded the selection (if fresh salads 
and cold snack trays with carrots, celery, cheese and fruit. 

Enc igy Drinks Add Gusto to Sales 

(^Lir non-carbonated beverage line is showing robust 
growth and 7-Fdeven is becoming a foremost destination 
for these products. 

Nutritional drinks are behind this surge. I he 16- and 24- 
ounce sizes provide a vehicle for getting consumers to 
trade up to a larger size and bring new users to the cate¬ 
gory. 7-EiIeven had continuous launches of first, best or 
only energy drinks that kept our assortment fresh 
throughout 2604, and we added a sugar-free version of 
the already popular .V1ad-C"roc*' laiergy Drink. 


Afternoon Bakery Cate rs to Locals 

An indulgent gourmet line of dessert bars and as.sorted 
brownies complements 7-Eleven’s fresh food selections, 
giving us the ability to leverage afternoon traffic and satish' 


Isotonics, cold coffees, teas, juices and water were also strong 
sellers, as were our (^UAl I TY ('lassie .Selection'^ sparkling 
waters in new' white grape, black cherry and kiwi sirawberrv 
sweetened with Splenda' No C!alorie Sweetener. 





























In the evening... 




Energy bars 


Enerjy 



iTunes gift card 
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7 Eleven SLURPEE Remains Customers' All-Time Favorite 
Nothing says tun like 7-Eleven SLURPEE" Frozen 
carbonated beverage, and in 2004, marketing this 
product became just as dynamic. 

Customers Applaud SLURPEE Summer Music 
June 1,2004, kicked off 7-Eleven's SLURPF.E*^ promotion, 
SLURPEE* Summer Music. During this three-month-long 
event, customers were directed to the newly launched 
www.slurpee.com Web site to redeem downloadable 
songs and other items from codes hidden under the rim 
oF specially marked 44-ounce SLURPEE* cups. 7-Eleven 
created more buzz with localized radio spots and contests 
throughout the country. 

Zany SLURPEE* names like Sierra Mist* Shrek'-A- 
Licious, CTrape Purple Craze and Bammin' Jam min’ 
Cdierrv added to the excitement, as did new SLURPEE 
candv straws. 


200S. we created a co-marketing relationship with 
H&R Block For the 2003 tax season to drive check¬ 
cashing traFFic to our V'CXEVU kiosks and attract new 
customers to our stores. 

VCOM Financial 
services kiosk 

During 2004, /-Eleven made a strategic acquisition oF 
the ATM portFolio deployed in approximately 3,300 
7-Eleven stores from the American Express Company. 
Ihis accretive acquisition better positions us to inte¬ 
grate AT M services into our store-promotion programs. 
With the ability to set transaction Fee levels, we can con¬ 
sider both the potential ATM transaction revenue and 
our goal of increasing customer traFFTc into our overall 
merchandising objectives. 



7-Eleven Melds Convenience and 
Innovation in its Products and Services 

WeVe diFTerentiating ourselves with an expansive line oF 
services, making ^-ELEVEN" stores essential not only 
For traditional and Fresh Food items, but much-needed 
services too. 

Services Expand lo Make 7-Eleven li'idispensable 
We are enhancing convenience with services such as 
our VeXTM* financial service kiosk, available in about 
1,()()() stores. It allows customers to cash checks, pay 
bills, purchase money orders, transfer Funds, access 
Verizon* residential telephone services, purchase and 
reload 7-El.EVEN E-CASH " prepaid MasterCard' cards 
as well as conduct traditional .ATM services. In early 


Saving Cuslcmers Money and Increasing Prr:tT’ 

7-Eleven private-label products arc a great value for cus¬ 
tomers and add higher gross profit margins to the com¬ 
pany. In 2004, we added to our lineup of private-label 
and proprietary merchandise. From everyday needs like 
bread to unconventional items like music CDs. For 
example, we had exclusive rights to sell Jessica Simpsons 
First-ever custom holiday CD. We plan to add additional 
items in 2003. 


Jessica Simpson 
holiday CD 
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firsf Retailer to Launch Proprietary Wireless Program 

7 [leuen became the first retailer to launch its own prepaid wireless 
product called 7 [i[V(N SPEAK OUT WIRELESS seruice in usin^ 
ma/or cell phone prouiders Sales were strong and customer feed 
bach was positiue "Simplicity" u;as cited as the seruice’s bi^^est 
feature Key attributes include a ready to use phone. prechar$ed 
battery, preassipied phone number and 50 minutes of preloaded 
airtime Prices uary, from a basic handsel to a phone featuring the 
first prepaid wireless hi^h resolution color screen with built m 
camera and a uariety of popular features 

With prepaid rates amon^ the lowest m North America at 20 cents 
per minute, days, nights and weekends, and expiration dates the 
longest at 365 days, custorneis are returning more frequently to buy 
airtime available only at 1 ELEVEN stores. 


RIS is Pivotal To 7*Eleven's 
Success as a Convenience Retailer 

Our success wouldn’r be possible without effective tools and 
good people to use them. At the core ot our ability to meet 
the changing needs of the convenience customer is our retail 
information system (KIS). RIS is a technologically advanced 


volume due to an unexpected turn in the weather or a special 
event near the store. 

7-Hleven continued to improve its technology capabilities 
during 2004. We completed a number ol enhancements 
to RIS, including the upgrade ol back-office hardware for 
all U.S. stores. We increased store system functionality 
with improved item-level sales analysis and forecasting 
and acceptance of alternative payments like prepaid 
cards. In addition, we provided networked training 
systems to all l^S. stores and upgraded training on ordering 
and store operations. 

During the year, we improved efficiency, usability 
and reliability within our systems. We streamlined a 
vendor application process on our corporate Web site, 
www.7-Hleven.com. We launched 7-Insighi, an enterprise 
data warehouse, which provides online management 
reporting and analysis for our field organi/.ation. 
We increased system security through the improved 
design of our network by providing redundancy and 
business continuitv for our stores and field offices. 





Retail Information 
System (RIS) 


Bottom line, technology gives 7-l*leven the flexibility to 
innovate and introduce new products, regionally or 
nationally, while capitalizing on piuential upside and 
limiting downside. 


system that provides store operators historical sales data and 
key indicators of sales for any item, such as product flavor, 
package size or time of day. Store operators can modib’ their 
product a.ssortment according to emerging trends, season, 
demographics and even specific product requests, fhey are 
also able to customize tbe merchandise they carry to meet 
local or regional needs and can quickly adjust to a change in 


Increasing Merchandise Inventory Turns 

While technology enables our Retailer Initiative strategy 
and other critical operations at the company, people 
are the key ingredient to our success. Our individual 
retailers' eagerness to apply this technology makes 
their job of giving customers what they want easier and 
more effective. 













1'his winning combination made possible 7-Eleven's 
sixth consecutive year of improved merchandise 
inventory turnover at a rate of 19 times at the end of 
2004. rhats where Retailer Initiative made the difference. 
By managing every item, in every store, every day, 
stocking those that sell and eliminating those that don’t, 
our merchandise same-store sales have improved for 3.^ 
consecutive quarters. 

Continuing to Achieve These Trends is Our Mission 

lb enhance our store operators' ability to practice Retailer 
Initiative or track and improve their product mix, we 
established a model market program. The program consists 
of extensive training on store operations, ordering, forecasting, 
logistics and merchandising techniques. 

Building cl B( llci Mfuj. 

By December 2004, we had established S8 model 
markets out of 78 markets, representing 1,400 stores 
that are practicing Retailer Initiative more effectively. 
The nmdel market rollout will continue across 7-ELF.VF.N‘’^ 
stores nationwide and we expect ongoing implementation 

Model market 
stores underway 
at year-end 


through 2007. 

IftOO 


training module for advanced order writing. Fhesc training 
tools support our merchandise sales growth and enable 
better inventor)^ management. 

The model market program was designed to practice 
Retailer Initiative at a higher level, improving the 

Consecutive quarte r*: 
of increased ; u: ‘ • 
merchandisi! .ait- 

profitability of our company. 

It’s working. The results of this initiative have been very 
positive with model stores outpacing non-model stores in 
merchandise sales, gross profit, inventory turnover and 
improved store results. Fhe model market program 
remains a top priority for 2()()3. 

New Agreement with Franchisees Provides Purchasing Power 

A significant accomplishment in 2004 w'as a new agreement 
with franchisees, making it possible for us to further 
leverage their purchasing power. About 95% of all 
franchise stores signed on, the most ever on a single 
agreement. With franchisees operating around 3,400 
7-Eleven stores, this will allow 7-Elevcn and its franchisees 
to further improve profitability. 



To further support the Held organization in improving store- 
level results, we launched an intense 12-\veek store certification 
program and had over 89% of our market managers and 69% 
of our held consultants certihed at year-end. 

A vital factor contributing to a store’s success is the abilitv' to 
effectively forecast orders. We created a two-day classroom¬ 


Em^i< 1:- *■' ' 

Are CI IK i.i ' vc-r. ’ - - 

7-Eleven’s success, measured in sales figures and stock 
price, is due to the hard work of its employees, franchisees 
and licensees. We added more depth to our management 
team in 2004. For the third straight year, we experienced 
a decrease in store-level turnover, while our model market 
program is promoting success and enhancing careers. 










26 


/ (Ipi/en Inc 200“^ A’tnu.il Pt f>ort 


7<Eleven*s International Presence Continues Crowing 

Strong global growth continued with licensees o^x^ning over 1,700 
stores during 2004. Growth in iAsia dominated with Seven-Eleven 
Japan growing by S3S stores, d’haihuid increasing by 464 stores 
and laiwan by 210 stores. Other significant store growth occurred 
in Malav'sia, Philippines, Singapore, Turkev^ and Hong Kong. 

In early 2004, we announced that the Ministry of Commerce 
in the Peoples Republic ot China had approved the forma¬ 
tion of a joint venture to open 7-Eleven stores in Beijing. At 
year-end, 10 were in Beijing and surrounding provinces. 


charitable donations and fund-raising efforts that our 
company values. 

Charitable Contributions 

7-Eleven supports worthy charities through direct 
donations, in-kind contributions and its signature canister 
program. In 2004, 7-Eleven again showed its support in 
communities across the country by providing more than S4 
million to numerous nonprofit organizations, including the 
American Red Cross, Muscular Dystrophy Association and 
Education is Freedom. 


7-Eleven Moves into Urban Markets 

Our concept of convenient fresh foods and essential services is one 
that can be employed in many areas We re widening our vision and 
applying this model to store locations 

Upon successfully openm$ downtown stores m Boston. Chicago 
and San Francisco in 200**. we are lookin$ to continue urban store 
growth in 2005 and beyond These sites allow 7 Eleven to reach 
new customers and contribute to our ^rowin$ presence m the fresh 
food industry 

Urban stores typically have smaller footprints compared to a 
standard store and are configured in a wider variety of layouts 
With their city center locations, these stores are uniquely 
positioned to serve a diverse customer base professional 
student, traveler and everyday patron - relying on heavy 
pedestrian traffic and our welTknown convenience brand With 
a planned unit increase of 100 to 150 new stores, we'll open more 
of these urban sites in 2005 


7-Eleven Pursues its Commitment to Bein^ a Good Neighbor 

Our employees, franchisees and customers demonstrated 
their generous spirit again this year by participating in 


Education is Freedom Helps Students Realize a Dream 
Education is Freedom (FdF) made the dream of attending 
college in 2004/2005 a realitv' for more than 200 students in 
the U.S. EIF awarded nearly $500,000 in scholarships to 212 


Support Our Troops 
wristbands 

students in 44 states, paying for tuition and fees at accredited 
colleges or universitic*s. FdF also renewed 200 of the scholarships 
awarded the previous year. Fotal scholarship dollars awarded 
last year was $1 million. 

Raising Money for St Jude’s. U S Armed Forces 
and Tsunami Disaster Relief 

7-Eleven expanded its community relations efforts in 
2004 with innovative cause-related marketing, supporting 
St. Jude’s Childrens Research Hospital tlirough the sale 
of teddy bears and partnering with the United Service 
Organizations (USO) to offer military green “Support 
Our Troops” wristbands with $1 of the purchase price 













St. Jude's Childrens 
Research Hospital bear 


donated to the organization. In early 2005, wc began offering 
a blue Tsunami Disaster Relief wristband w'ith $2 of that 
purchase going to Save the Children* foundation. 

Our Commitment to Excellence 

Retailer Initiative and Team Merchandising created many 
successful new items in 2004, embodying 7-E.leven's 
merchandising strategy, marketing and creative spirit - 
proving that our employees, franchisees and vendors are 
some of the most clever in the industry. 


Industry selected 7-Eleven, Inc. as its 2004 Exceptional 
Chain of the Year Award winner. 

By staying true to the corporate values that these 
aw'ards represent, 7-Eleven can continue to grow. 
Executing our strategies allow^s us to be a consistent, 
dependable resource to customers, providing them the 
fresh food, quality merchandise, friendly service, easy 
transactions and quick in-and-out they want and giving 
our shareholders what they want - improved performance 
year after year. 


Hershey Foods Wins Ihe 200H Relailer Initiative Award 
Hershey Foods Corporation was recognized for its team 
merchandising with 7-Eleven. Their creative approach to 
product development, marketing and day-by-day product 
management contributed to better optimization of the 
confectionary shelf space. 

Honored with Industry Awards and Accolades in 200H 
7-Fdeven w^as again ranked #4 by Entrepreneur magazine 
in its 25th Annual Top 500 Franchises. Information 
Resources, Inc. and Racher Press, Inc. named 7-Eleven the 
winner of the Supply Chain Reinvention of the Year award. 
The aw'ard recognizes companies that are successfully 
transforming their organizations or products through 
innovative, leading-edge applications of business process 
management, market research, supply chain enhancements 
and technology. 7-Eleven's CIO Keith Morrow' was 
named among CIO magazine’s Top 100. Convenience 
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Selected Financial Data 


Years Ended December 31 

2ni )() 

2001 

2002 

2(103 

2004 

(liollars in millions, e.xcept share data) 

Restated 

Restated 

Restated 

Rcttated 


STATEMENT OF EARNINGS DATA: 

Net sales: 

Merchandise 

S 6 .. Tn .8 

56 , 635.0 

56 . 983.2 

5 7 . 3^>.2 

S 7 , 893.1 

Ciasoline 


2 . 620.4 

2 , 744.8 

3 , 355.1 

4,22'’.9 

Total net sales 


0 . 256.3 

9 . 728.0 

10 , 730.3 

12,121.0 

Other income 

104.4 

111.8 

102.8 

07.0 

125.1 

Total revenues 


0 , 368.1 

9 . 8 . 30.8 

10 . 82‘'.3 

12,246.1 

1.11*0 charge (credit) 

4.6 

(7.5) 

10.3 

0.3 

lO.K 

I^epreciation and amortizationiiKS 

:4().l 

268.3 

282.1 

310.4 

.3.33.3 

Interest expense, neti-ii 

86 /) 

■^ 1 . 1 ) 

71.3 

7().0 

64.9 

l.arnings trom continuing operations betore income 
taxes and cumulative effect of accounting change*^»;s 

1 S 4.6 

164.0 

99.4 

1 37.0 

172.5 

Income tax expense iuk. 

( 47 . S ) 

164.3) 

( 30 . 8 ) 

( 5 . T 4 ) 

( 64 . 0 ) 

Tamings from continuing operations before 
cumulative effect of accounting change*3t 

1 ( 17.1 

100.6 

50.6 

85.5 

108.5 

CTtin (loss) on discontinued operations 

0.7 

("'. 0 ) 

( 10 . 0 ) 

( 13.21 

( 6 . 9 ) 

C umulative effect of accounting change ~ 

— 

( 0 . 8 ) 

( 28 . 1 ) 

( 10 . 2 ) 

(5.1) 

Net carnings(3i 

107.8 

82.0 

1 1.6 

62.1 

96.5 

Tamings from continuing operations helore 
cumulative effect per common share: 

Basic 

1.07 

0.06 

0 . 5 ^ 

0,80 

0.97 

Diluted 

O.O”^ 

0.88 

0.55 

0.'’5 

0.90 

Weighted-average shares outstanding: 

BasiciK) 

100.0 

104.8 

104.8 

106.8 

112.4 

Diluted 

121.4 

125.0 

11 1.4 

12”.0 

129.4 

BALANCE SHEET DATA (end of period): 

Total assctsiin4) 

2 . 810.3 

2 . 0 -^ 0.0 

3 . 174.7 

3 , 450.6 

3 J 12.1 

Total dcbtiio^ 


1 , 434.6 

1 , 415.2 

1 . 475.3 

1 , 026.4 

C!onvertihlc quarterly income debt securities ("(^IJIDS**) ii« 


380.0 

380.0 

300.0 

300.0 

Total shareholders' equity i.uik; 

77 7 

14-^.2 

157.1 

3 . 31.6 

464.5 


lit /*riitr-Yt’iir iitnounts on thr Shttfnttni of hirutn^ii Dnttt hurc fnrn n> fitsconrinutei optr^itionf ro <onforni to thr iurrent-yrijr ptf'icntatton in iitcorHitme 

with Stntemfnt of hituincuil Anounttng^ Statuinrdi '“ShAS^i A’/;. / "Atiountinti^ for thr Itnpnirmrnt or Diipoui! of Lonn^-l tirrl Anirts.*' 

I2j Ur adoptrti ShAS No. N2. '’Aicounttn^ for (iondu’ilt ,tnd Othrr Intitn^ihu Assets.” rfirttur fantutry I. 2002. In tonneetion with aAnptin^ SIA^ No. /*/J. we no 
longer amortize goodwill or nnangthle jMets with indefiottr livei. Aniorriz.inon of thne assets in 2000 and 200! was Si*) " million and S tOU nullton, respectively. 

(<1 In Decendter 2004. we revised our ac counting for depneiatton of leasehold improvements and mtated prior years to adjust the anwrttz^nwn esp*fHe of certain of our lease¬ 
hold improvements to he tl*e shorter oftlte economic useful life or thr lease tenn a* defined by SVvLS No. I A. 'Accounting for leases” A> a result the opening haLime of 
ihartholdrrs' equity tts of December M. /99‘/ reduced SJ. *) oiillion for the cumulative effect of the after-uve increase in prior year* deprrt tariov expense, and ended 
Decemlrer J/. 2(KH). through 2(HD. urre n^staied accordingh ro Ire consistent u tti' our revved accounting for depreciation of leasehold iinproiYiu.tnh !see Note ! <. 

t-iV prior-year amounts have been reclassified to conform to currt ni ycarpresentation in accordance with our adoption of hASP Interpretation \u. tfs, "(..onadidation 
of Variable Interest Fnrittes-an Interpretation of AKH No. ^l {revised Detcmber 200A)2’ i”FfN in 2004. 

IS) lutrntngs from continuing operations before income tuxes and cumulative tffect of accounting changt in 2000 and 20fU include gams ofS2. *) million and SIO. 5 
million, respectively, in connection with debt redemption, and 20fh iru ludes an expense of 5 million related to the early retirement of fhe ( ityptace term I van. 

(61 Income lax expense in 2000 include* a SI 2.^ million benefit in toniustion with our settlement of certain outstanding issues with the Ip.S and 2004 includes a 
$2.4 million benefit resulting from the e.xpiration of a pnor year’s tax statute. 

|7) In 2001. we adopted SFAS No. lAA. 'Accounting for Derivative hhirumenis and Hedging Aitivities: “in 2002 we adopted SF.^S No. 1 4j. "Accounting for Asset 
Retirement Obligations^ m 200A we adopted FASH Interpretation No. 40. "('.onsolidatton of Variable Inieren Fntities-an Interpreiatinfi nf ARH No. S}" ("PIN 
4(>''): in 2004 we adopted the subsequent rewton. F/.\ 46R. 

IK) In the first quarter of 2000. we issued 22, ^Af>.H42 shares of common 'tock at $2.^. **5 per share tv /)// Holding C.ompany in a private placement transaction. 
In the third quarter of200.^. we issued 6. shares of com man stock to lY .md SFf from (he conversion of the 19W Qi 'JDS (see Note ID 

(•)| In 2002, Oy shares in syinnection with the / Ql 'IDS urrr antidihittie on earning.* per common share and nrre not assumed converted fur uxighted-airtagc share* outstanding 
ili»l in 2004. total debt reductunu included the retirement of tin ('nypiue Term l.oan due to the *ale of our ('.itypldie headquarters 

(in In 200A. the 19*)S Q/ 'IDS were converted into Ci.^iOl.f^Ry share* of cornmnn <tock. The J99S (^I/IDS have an interest rate of 4 *)% and are potentially eonvertible 
into a maximum of ! 4.422. AHA shares of common stoik. 
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Management’s Discussion and Analysis of 
Financial Condition and Results of Operations 


I'his report tm'lu(ie> cerutin statements that are forward-looking 
statements" within the meaning of the Private Securities Litigation 
Reform Act of 7995. Any statement in this report that ts not a state¬ 
ment of historical fact may be deemed to he a forward-looking 
statement. U i* often use these types of statements when discusstng our 
plans and strategies, our antu ipation of revenues from designated 
markets and statements regarding the development of our businesses, 
the markets for our services and products, our anttcipated capital 
expenditures, operations, support systems, changes tn regulatory 
reijuirements anti other statements contained tn this report regarding 
matters that are not historical facts. When used in this report, the 
words "expect, ’’ "anticipate, " "intend, " "plan, " "believe, " "seek, " 
"estimate" and other similar expressions are generally intended to 
identify forward-looking statements. Because these forward-looking 
statements involve risks and uncertainties, actual results may differ 
materially from those expressed or implied by these f orward-looking 
statements. There can be no assurance that: (t) we have correctly 
measured or identified all of the factors affecting us or the extent of 
their likely impact: (til the publicly avaiLible information with 
respect to these factors on which our analysis is based is complete or 
accurate: (Hi) our analysis is correct: or (ivj our strategy, winch ts 
based in part on this analysis, will he successful. Ur do not assume 
any obligation to update or revise any forward-looking statements, 
whether as a result of new information, fiiture events or otherwise. 

OVERVIEW 

7-Blcvt*n, Inc. is ihc world’s largest operator, franchisor and licensor 
of convenience stores with over 27,S()() stores worldw ide, primarily 
under the name ‘^-hl.FVKN*. 7-ldevcn derives its revenues princi¬ 
pally from retail sales of merchandise and gasoline from Companv- 
and franchisee-ofHT.ited stores. We also receive monthly rovalrs' 
income basc*d on sales of licensed stores, which are predominantly 
international, (^ur primary expenses consist of ct)st of gttods; «iper- 
aiing. selling, general and administrative exjsenses; interest ex|H-nse 
and income taxes. 

7-Kleven sells a broad selection of merchandise items. In .tddition. 
we sell gasoline at approximately 40% of our stores. Sales of 
merchandise during the last three years have generated around 68% 
of 7-ldeven’s revenue, and approximately *>0% of our gross profits. 
Ciross profit margins for merchandise have averaged just over 3^% 
during the last three years, while gasoline gross profit margins have 
averaged apprt»ximaiely 0% during the .same period. 

We stxrk to meet the needs of convenience customers and maintain 
a leadership position in the convenience store industry through 
leveraging our scale, technology, people and widely recognized 


brand. In 20()S, we will continue to focus on the implementation of 
our key growth initiatives to improve the o|H*rating |H*rformance of 
our Company. 

Merchandise Retailing 

In an eRort to meet the changing nec-ds of our custtimer ba.se, we 
ofVer a wide array of prtKlucts. including many not traditionally 
available in convenience stores. I'hese prcnlucts range from high- 
quality fresh foods delivered daily to unique items that are 
devch)ped specifically for "^-Klevcn. 

VC’orking with outside vendors, '^•Idc-ven's merchandising team 
continuously focuses on dc*\’cloping and introducing new products in 
order to increase twcrall merchandise sales. We strive for exclusivity 
from suppliers on these items either for a limited or an extended 
|x:riiKl to gain a competitive advantage in the convenience channel. 

Our decision to add a higher-quality, freshly prepared sandwich and 
bakery line, additional roller grill products and new sakids reflects 
our strategs' to promote pmprietary Iresb ftKHl products to increase 
sales. During 2004, we further established our Austin, I'exas, market 
as a test-market to determine ctmsumer preferences regarding fresh 
food products prior to a national rollout. In 2005, the Company’s 
radui and television advertising and point-of-pure base displays will 
focus primarily on fresh food prtxiucis. We Iselieve that the 
(Company is well-|>ositioned t<i take advantage of growth in portable 
fresh foods and that this category will be a key contributor to our 
long-term growth. 

We have developed a proprietary retail information system that 
enables our merchandising team, franchisees and store managers to 
increa.se sales by enhancing the prinluct mix in each st«»re. By 
employing item-by-item inventory management, stores are more 
likely to remain in-stock on certain basic items as well as promote 
new high-potential items. Franchisees and st«>rc managers arc 
expected to monitor cusitimer buying patterns in their stores to try 
to maximize their sales by managing their product assortment. Fhis 
strategy, which we call “Retailer Initiative.** has contributed to our 
sustained ability to grow merchatidise sales. 

To enhance our store operators* ability to monitor and improve 
their product mix, we established a model market program. Fhe 
program consists of extensive training on store operations, ordering, 
forecasting, and merchandising techniques. Fhe results of this 
initiative have been positive, with our store.s who have implemented 
the model market program ouip.icing <iur other store's in merchan¬ 
dise sales. grt»ss profit, inventory man.igemem and st<»re results. We 
will continue to roll out this program to .idditional markets and 
stores in 20D5. 






7 Ehuen Inc 200 h Annual Report 


31 


Management’s Discussion and Analysis of 
Financial Condition and Results of Operations 


Cjrowing the services category continues to be one ot our priorities. 
Among the products in the services category are prepaid cards, 
lottery sales, ATM services, and money orders. In addition, ’’-F.leven 
has its VTTTM* selt-service hn.incial kiosk in more than 1,000 
stores. Available 24-hours a day. VCO.M’ kiosks otter check-cashing, 
money orders. Funds transfer, bill payment, purchase and reloading 
of our 7-FT.TVHN F-CASFt '' prepaid MasierC'.ard’, traditional 
.‘VFM services and access to Veri/.on residential telephone services. 
In early 200S. we deveK)ped a co-marketing relationship with 
Block and began cashing rheir customers checks at our 
VCX)M" kiosks and promoting HsfcR BUnk at our \XT)M kiosks. 
We have seen continued steady transaction growth in the core 
financial services products in 2004 and expect the recent piisitive 
trends in the number of transactions to continue in 2005 as we 
further refine our Vcom strategy. 

Gasoline 

We believe that ga.soline sales contribute to incre;Lsed store trafhe 
and. as a result, we ofVer gasoline as a convenient product for 
customers wherever practical. Our gasoline strategv' is lu be compet¬ 
itively priced to maximi/e gross profit. CXer the last twelve years, we 
have consistently achieved around a 13 ceni-per-gallon level of 
gasoline gross profit margin. Day-to-day management of our 
gas<»line business t)n a siore-by-store basis is driving this steady 
performance, even in a year like 2004 that experienced rapid Huctu- 
aiions in the price of gasoline. 

Store Base 

7-Kleven is working to optimize the earnings ol its store base by 
opening new stores in strategic locatiotis and closing underper¬ 
forming stores. We plan to open approximately 100 to 150 stores 
in 2005. C)ur new store development eOorts are focused on our 
existing markets to take advantage of population density and 
leverage our current distribution capabilities. We assess new suire 
locations by evaluating demographics, trafhe volume, visibility, 
population density, ease of access and economic activity in the area. 

W'e continue to focus on either improving or closing underper¬ 
forming stores and have developed a database to track and analyze 
performance. In addition, we have created a more structured new 
site approval process and .uldcd a site development management 
system. These enhancements are designed to identify the cause <it 
imderperformance and to m,L\imize future performance. 

During 2005, we intend to continue to upgrade i»ur more mature 
stores with around 5115 million of capital spending related to 
remodeling, maintenance and replacement of store equipment. 


Technology 

Our retail information system provides franchisees, store 
managers and our management team with timely access to sales 
information on an item-by-iiem basis. Details are captured by a 
point-of-sale .scanning system at the check-out register. Stores are 
linked to vendors, our primary third-party distributor and our 
combined distribution centers for ordering and item-level infor¬ 
mation sharing. F.ffective use of the system is one ol the 
foundations of our business model, allow ing frunchisees and store 
managers the ability to manage both their products and time 
more effe'ctively. 

We spent 5‘)3 million on technology in 2004. The majority of the 
spending was for enhancements to our retail information system, 
which included an upgrade of the b,ick ofhcc hardware for all U.S. 
stores. Other improvements included simplified store processes, 
upgraded training tools, better analysis and forecasting capability, 
and increased management reptirting. We introduced improved 
functionalirx' such as support for additional alternative payment 
methodologies, enhancements for ordering, and .idditional support 
for managing product a.ssortment. I hesc actions were designed to 
give store managers more time to operate their st<»rcs. During 2f)05. 
w'c will continue to work on an initiative to upgrade our store 
systems hardware and the software architecture to a more flexible 
platform. Vte also plan to implement a new» mobile operations 
terminal and a new scanner to support ordering, training and orher 
in-store functions. 

Employees and Franchisees 

Employees and franchisees are critical to impliementing ^-Eleven’s 
strategies. NX'e continue to invest in finding and retaining qualified 
people through focused recruitment efforts, establishment of formal 
career paths and leadership development progr.ims. .Additionally, we 
are trying to raise the level of performance i>f our people with 
advanced training and ince-ntive programs. We recently imple¬ 
mented new training ceriifKation curricula for our field 
organization and store level employees. During 2l)D4, we .tcceler- 
ated the pace of training with over two-thirds of the field support 
organization completing our “certification’* process. Overall, our 
effort to upgrade the effectiveness of our store associates has 
resulted in the third year of reduced store-level employee turnover. 

We mrroduced an incentive program that link;s performance meas¬ 
urements with “’ Elevens fundamental business concepts. Our 
practice of grading and rewarding our stores’ successful execution of 
what we refer to as the Five Fundamentals—Assontnent, (gitalin'. 
Value, (.leanliness and Service—has gradually improved their 
ratings level over the past three years. We expect continued improve¬ 
ment in 2005 and beyond. 
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I lu* primary method ot implementing our Retailer Initiative 
strategy across tmr store network is through the establishment of 
“model markets." In its most basic Form, a model market is 
comprised ot a group ot stores where we arc employing advanced 
training, labor-saving equipment, and a concentrated tocus on 
merchandising to enable store operators to imprewe their product 
a.ssortment. The model market rollout will accelerate throughout 
201)5, and we expect to have the program rolled out in all ot our 
markets by the end ot the year, rypically. the time From rollout ot 
the process to lull implementation ot the stratc'gx' takes From 12 to 
IS months. I he results oF the program have U-en positive, with 
model stores outpacing non-model stores by 2% in average per- 
store-day merchandise sales and achiesing higher gross profit, better 
inventory turnover and improved operating results. During 2005, 
the model market program will remain a top priority, better f>osi- 
tioning the (Company h>r long-term growth. 

lb belter align r>ur tranchisees with our business strategies, we 
developed a ik‘w franchise agreement. I he agreement is dc*signed to 
combine 7-Idevcn's strategic*s regarding fresh hM)ds, combined 
distribution, and ditFerciuiation with Franchisees* entrepreneurial 
business appreuch. In addition, the new agreement is expected to 
enhance our ability to leverage our scale with additional purchasing 
power and reduce costs to our stores. By strengthening the relation¬ 
ship with our franchisees, we strive to improve profitability For both 
franchisees and 7-Lleven. In addition, to find the best candidates to 
implement our business model, we have developed, and are in the 
pR»cess ot implementing, a new selection process tor Franchise 
candidate's. We bc'lieve this will better ensure successful execution of 
the ('ompany’s strategy to increase profitability. 

Trademark 

We look to incrca.se the value ot our licenses by continuing to 
develop our infrastructure and ottering a more compelling financial 
opportunity to prospective licensees. T he majority of our licensees 
are international, and our long-range plans are to expand the 7- 
RI J'Wr.N brand into a number ot countries svhere we currently do 
not have a presence. In early 2()0A. we announced the approval of a 
joint venture by the Ministry of CCommerce in the People’s Republic 
ot C!hina to develop 7-l*.LFV'hN* stores in Beijing and the 
surrounding area and h.id 10 7-F.l.FVEN* stores in operation at the 
end oF the year. 

CRITICAL ACCOUNTING POLICIES AND ESTIMATES 
Restatement of Previously Issued Financial Statements 

In connection with the [December .^1.2004, year-end reporting, we 
reviewed our lease accounting and lea.sehold depreciation policies 
and determined it was appropriate to restate our previously issued 


financial statements. Historically, we had been amorii/ing certain 
leasehold improvements on operating leases over periods that 
extended beyond the term of the lea.se. We have revisc*d our 
accounting and restatcxl our previously issued financial siatemenis 
to adjust the aniorii/aiion expense ot certain of our leasehold 
imprtnemenis to he the shorter of the economic useful life or the 
lease term as defined by Statement ot linancial Accounting 
Standard (“Sh.AS") No. 13, “.Acctnmting For I ea.ses." 

As a result of these restatements, we have recorded increases of SI 
million and S3.3 million to operating, selling, general and adminis¬ 
trative ("OSCi&A") ex|H*nse For the years ended Decemln-r 31. 
2002 and 2003. respectively. Total costs and expen.ses, earnings 
From continuing o|H*raiions before income tax expense and cumula¬ 
tive etteer ot accounting change, earnings from continuing 
operations before cumulative effect of .iccounting change and net 
earnings have also Ix-en adjusted. Fhese restatements had no impact 
on r)ur cash Hows from operating, invc'sting and financing .ictivities. 
In addition, we have reduced our opening shareholders’ ecpiity 
balance by 55.3 million as ot December 31. 2(K)1. 

Estimates 

Dur discu.ssion and analysis ot our financial condition and results ot 
operations are kesed on our consolidated tinajicial statements, 
which have been prepared in accordance w ith accounting principles 
generally accepted in the United States. T he preparation of our 
consolidated financial statements recjuirc*s us to make estimates and 
judgments that atleci the rejxirted amounts of assets, liabilities, 
revenues and expenses, and related disclosure <il contingent .i.s.set.s 
and liabilities. We base our estimates on historical experience and on 
various other assumptions that we believe to be reasonable under 
the circumstance's. The results of these estimates Form the b.isis for 
our judgments about the carrying value's ot a.sseis and liabilities that 
are not readily apparent from other sources. .Actual results may 
differ materially From ihc*se estimates under different assumptions 
or conditions. See .Note 1 to the accompanving coiisolidaic'd finan¬ 
cial statements. 

Franchisees 

We adopted linancial Accounting Standards Board (“l ASB**) 
Interpretation No. 4b. “C'.onsolidaiion of Variable Interest Fntities 
- an Interpretation oFARB No. 51." (“FIN 46“) as ot |uly I, 2()()3, 
and the subsequent revisum to FIN 46 ("FIN 46R") as ot january 
1, 2004. Prior to the adoption of FI.N 46R. we included merchan¬ 
dise sales and cost of goods sold from stores operated by franchisees 
with the rc*sulis ot store's we operate in the consolidated sraiemenis of 
earnings. A.s a rc*suli of adopting the provisions ol I IN 46R. we have 
consolidated the .tssets. liabilities. c*qiiiiy and rc'sulis ot ojK'rations ot 
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stores opcr.iicd by franchisees in nur accompanying consolidated 
financial statements. Fhe tranchisees are independent contractors in 
whom we are deemed to have a controlling financial interest, as 
defined by FIN -iOR. Adoption of FIN 46R resulted in an after-tax. 
one-time cumulative efteci charge ol SS.l million (net of deferred 
tax benefit of S3.3 million) in 2()()‘a. This resulted from a change in 
ln»w we are required to recognize franchise tee income when we 
finance the initial franchise lee. Instead of recognizing these fees m 
income when the franchisee’s 90-day termination and refund period 
has p.Lsscd, we recognize the fees as payments are received from the 
Iranchisee (after the 90-day period). Franchise lees that we do not 
finance will continue to be fully recognized in income after the 90- 
day termination and refund period has expired. 

As a result of adopting the provisions of FIN 46R, the presentation 
of the consolidated statements of earnings has changed. Fhe histor¬ 
ically reported franchisee gross profit expense has been eliminated 
and is now included in OvSCi&A expen.se. Fhe primary compo¬ 
nents of OSCi&LiA expense for franchised stores are payroll-related 
items, insurance and business taxes, d he net earnings or loss of 
franchised stores is included in OSCi&A because it represents 
owner compensation. 

As a result of consolidating stores operated by our franchisees, our 
consolidated balance sheets as of December 31. 2003 and 20(M 
include, among other things, franchi.sees merchandise invenuiry 
and minority interest, which represents the franchisees equity in the 
franchise stores. Merchandise inventory costs are determined by the 
I 11*0 method for franchisee-operated stores and for companv- 
operated stores in Canada and by the FIFO method for 
company-operated siorc.s in die United States. Fhe prior-year pres¬ 
entation of franchi.sees assets and li.ibilities has been recLissified to 
conform to the current-year presentation. See Note's 1. 2 and 'l to 
the accompanying consolidated financial siatemenis. 

Enuironmental 

We accrue for the estimated future costs related to remediation activ¬ 
ities at existing and previously operated gasoline storage sites and 
other operating and nonoperating properties where releases of regu- 
latc*d substance's have been detected. Our estimates of the anticipated 
future costs for remediation .ictivitic*s at such site's are b.i.sed on our 
prior experience with remediation sites. In addition, w'e consider 
Factors such ;is the condition of the site contamination, location of 
tank sites and our experience with contr.icuirs who perform environ¬ 
mental a.s.ses.sment and remediation work. We determine die reserve 
on a site-by-site basis and record a liabilitv lor remediation activities 
w’hen it is probable that corrective action will be taken and the cost 
of the remediation activities can be re;i.sonably estimated. 


A portion of the environmental expenditures wc incur lor remedia¬ 
tion activitic's is eligible for reimbursement under state trust funds 
and reimbursement programs. Fhese reimbursemeni claims repre¬ 
sent a firm and legally enforceable basi.s to recover remediation costs 
from the various state programs. We record a receivable for esti¬ 
mated probable refunds at the same rime that we rectird the liability. 
The amount of the receivable is based on our historical collection 
experience with the specific state fund (or other state funds), the 
financial status of the state fund and our priority ranking for reim¬ 
bursement from the state fund. Wc discount the receivable for 
amounts relating to remediation activities already completed. 

I he estimated future remediation expendirurts and related state 
reimhtirscmem amounts coulcf change within the near future as 
governmental requirements and state reimbursement programs 
continue to be implemented or revised. .Such revisions could have 
a material impact on our operations and financial position. See “— 
Other Fssues—Fnvironmental” and Notes 1 and IS to the 
accompanying consolidated financial statements. 

Store Closinjs and Asset Impairment 

The results of operations of certain owned and leased stores are 
presented as discontinued operations in accordance with the provi¬ 
sions of SF.AS No. 144. “Accounting for the Impairment or Disposal 
of I.ong-l.ived Assets.” Since 2002. the results of operations of 
ow ned stores have been presented as discontinued ofvrations begin¬ 
ning in the quarter in which management commits to a plan to 
close the related store and actively markets the store. I he results of 
operations ol a leased store arc presented as discontinued tiperations 
beginning in the quarter in which the related store ceases opera¬ 
tions. Fhe results of operations of these owned and leased stores 
include related write-downs of stores to estimated net realizable 
value and accruals for future estimated rent and other expenses in 
excess of estimated sublease rental income. 

W'e write down property and equipment of stores we are closing to 
estimated net realizable value at the lime we commit to a plan to 
close such stores and begin to actively markci: the store. If we lease 
the store, we accrue lor related future estimated rent and other 
expenses it we believe the expenses w ill exceed esiimated sublease 
rental income. W^e adopted the provisions of SF.4S No. 146. 
“Accounting for Costs Associated with F^xii or Disposal 
.Activities," and as a result, effective January 1. 2l)03, if wc lease 
the store, we accrue for related future estimated rent and other 
expenses at the time the store ceases operarion if we believe the 
cxpcnsc.s will exceed csiim.ited sublease rental income. Prior to 
2003. we accrued for related future estimated rent and oiher 
expenses when we committed lo a plan to close the si<»rcs. W’e 
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base the estimated net realizable value t)t property and equipment 
on our experience in utili/ing and/or disposing ot similar assets 
and on estimates provided by our own and/or third-party real 
estate experts. We also use our experience in subleasing similar 
property to estimate future sublease income. If there is a signifi¬ 
cant change in the real estate market, our net realizable value 
estimates and/or our estimated future sublease income could 
change materially. Sec Notes 1 and (> to the accompanying 
con.solidated financial statements. 

We review our long-lived assets for impairment whenever events or 
changes in circumstances indicate that the carrying vaJue may not be 
recoverable. In accordance with the provisions of ShAS No. 142, 
“C'icH>dwill and Other Intangible Assets,’’ we also conduct an impair¬ 
ment lest of our goodwill and intangible assets with indefinite lives 
as of the end of the third quarter each year, fhe impairment test for 
goodwill includes rwo steps. .Step one compares the fair value of the 
rejHuting unit with its carrying amount, including gcM>dwill. If the 
carrying amount exceeds the fair value, then gtH>dwill is impaired 
and step rwo is required U) measure the amount <if impairment kiss. 
Step two compares the implied fair value of the re-sorting unit's 
gtHulvvill with the carrying amount of that goodwill. If the carrying 
amount is greater than the implied fair value of the goodwill, an 
impairment lovs is recognized for the excess. .See Note.s I and 7 to the 
accompanying consolidated financial statements. 

The impairment test for intangible a.vsets with indefinite lives 
consists of a comparison of the fair value of the intangible asset with 
its carrying amount, fair value is determined by calculating ihc 
present value of* future estimated revenues. If the carrying amount 
of the intangible asset is greater than fair value, an impairment loss 
is recognized for the excess. See Notes I and ^ to the accompanying 
consolidated financial statements. 

Underground Casoline Storage Tanks 

We recognize the estimated future cost to remove an underground 
storage lank over the estimated useful life of the storage tank in 
accordance with the provisions of SFAS No. 143. “Accounting for 
Asset Retirement Obligations.” We record a discounted liability for 
the fair value t)f an asset retirement obligation with a corresfx>nding 
incrca.se to the carrying value of the related long-lived asset at the 
lime an underground storage tank is installed. We amt>riize the 
amount .idded to property and equipment and recognize accretion 
expen.se in connection with the discounted liability tiver the 
remaining life <»f the tank. We base our estimates of the anticipated 
future costs for removal of an underground stor.ige lank on our 
prior experience wath rennwal. We also consider factors such as the 


type of tank, location of tank sites and our experience with 
contractors who perform removal work. See .Notes I and to the 
accompanying consolidated financial statements. 

Yen Loans 

We u.se our license royalty receipts from .Seven-Flevcn Japan (!o., 
Ltd. (“SKI”) to service the monthly principal and interest payments 
on »>ur outstanding yen loans. I bis provides us with an ectmomic 
hedge against Huctuations in the Japanese yen to IJ.S. d»>llar 
exchange rate. We adjust the balance t)f the yen loans at each 
reporting date to reflect the iben-current lapanese yen to U.S. 
dollar exchange rate, and we recognize the resulting noncash 
foreign currency exchange gain or loss in earnings. In .iddition, we 
record the SKJ royalty and interest expense on the yen loans at the 
average Japanese yen to U.S. dollar exchange rate for the respective 
periods. .Sec “—Quantitative and (..^^lalitative Disclosures About 
.Market Risks—Poreign-Kxchange Risk Management” and Notes 
U) and 12 to the accompanying consolidated financial statements. 

Litigation and Tax Assessments 

From lime to lime, we are subject to lawsuits and oiher claims. We 
assess the likelihcMHi of any adverse judgments or outcomes to the.se 
matters as well as the potential range of probable losses. A determi¬ 
nation of the amouni of accrual required, if any, for these 
contingencies is made after careful analysis each matter. Fhe 
required accrual may change in the future due to new developments 
in any matter or changes in approach (such a.s a change in settle¬ 
ment strategy) in dealing with these issues. We believe that the final 
resolution of thc-se matters will not have a material .idverse effect on 
our financial position, results »>f operations or cash Hows. 

.Additionally, we are |H*riodically cng.igcd in various tax audits by 
federal and state governmental authorities incidental to our business 
activities. We record reserves for the estimated probable losses lor 
certain of these proceedings. It is possible that ailditional losses asso¬ 
ciated with these audits may be incurred; however, we believe that 
the final resolution of these issues will not have a material adverse 
erteci on our financial jsosition, results of o-xraiions or cash Hows. 

Inuentories 

Inventories are stated at the lower of cost or market. Caist is generally 
determined by the la.si-in. first-out {“LIFC3”) method for company- 
operated stores in the Unitc*d .States and by the brst-in, first-out 
("FIFO”) method for stores in (Canada and for stores o|x*raied by 
franchisee's. Although the LIFO methcKf generally matches the most 
recent product cost with related revenues, decreases m inventory 
quantities can result in a liquidation of UFO inventory layers 
recorded at costs that are lower than the current costs, which would 
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lower cosf ot sold and increase tnir margin. See Notes 1 and ^ 

to the acctinipanying consolidated iinancial statements. 

Workers* Compensation, General Liability 
and Medical Resen^es 

\X'e have established selt-insurance and predetermined deductible/ 
retention proj;rams to cover certain insurable risks consisting prima¬ 
rily ot physical loss to prtiperty, business imerruption, workers’ 
compensation and comprehensive general and automobile liabiliiy. 
We obtain third-party insurance coverage above predetermined 
deduciibles/reientions tor properr\' and liabiliiy exposures as well a.s 
those risks required to be insured by law or contract. Our predeter¬ 
mined deduciibles/reieniions are generally S'SOO.OOft per occurrence 
lor each type of coverage with the exception ot property damage, 
which is $2S(),()()0 to Si million per occurrence based on the type 
ofloss. We record the provisions for expected losses under our insur¬ 
ance programs based on independent actuarial estimates ot the 
aggregate liabilities tor claims incurred. A significant change in 
claims experience or in the criteria which the actuary utilizes could 
result in a material revision to inir liability. 

bfTcctive lanuary 1. 2003, we changed our medical ciwerage from 
a tully insured plan to a sell-insured plan. In lieu ot paying tullv 


insured premiums, which cover incurred chiims plus administrative 
expenses, we pay claims and administrative expenses .is they become 
due and establish reserves tor incurred but unpaid claims .is determincxl 
by an independent actuary. Wedo not maintain stop-loss coverage, but 
we monitor total claims, including large claims, on an annual b;isis to 
determine the apprtipriateness ol luturc stop-loss covcr.ige. .Sc*e Note 1 
to the accompanying consolidated financi.il statements. 

COMPARISON OF 200>f TO 2003 RESULTS 

W'e have restated our previously issued consolidated financial 
statements to .idjiisi the amortization c\pen>k* ot certain ot our 
lea^ehold improvements to be the shorter ot the economic uselul 
lite or the lease term .ls defined by SFAS No. 13. Sc*e **—Critical 
Accoiiming Policies and Estimates—Restatement ot Previously Issued 
Financial .Statements” and Note 1 to the accompanying consolidated 
financial statements. 

We have reclassified certain prior-year amouniis to conform to the 
current-year presentation, such as the results of operations of our 
franchisee-operated stores in accordance with 1 IN 46R and ot 
certain owned and leased stores that are preseilied as discontinued 
operations in accordance with the provisions ot SF.AS No. 144 tor 
all Years discussed. 


Merchandise Sales 

Years Ended December 31 



Number of 
Stores 12/31/04 

2003 

2004 

1 ncrease/ 
(IXvrease) 

Percentage 

Cihange 

f ihllars tn ntti/ions' 






Merchandise Sales: 

IPS. same-St ore 

S.P2 

SO.~«3.3 

S7J60.6 


3.64«( j 

U.S. stores opened in 2004 

SI 

— 

\(yr 

16.^ 

n/a 

L'.S. stores opened in 2003 

74 

31.^ 

90.1 

3S..I 

n/a 

C'anada stores 

48R 

340.3 

606.2 

39.0 

1 1.0% 

Rebuili/relocated stores 

13 

12.7 

13.4 


n/a 

Worn commissions 

— 

1.0 

6.1 

3.1 

n/a 


3,700 

S'",3"3.2 

$"^,893.1 

S3r.o 



• h t ’..V uitur-ftore pnerthjnfiifr *,tU t ^rou th is tijier rltMntatsu^ the effftti of the extra ieaff-year fittx in 2(10'^ 


The VS. same-store merchandise sales incre.Lse ot S.6‘hi tor 2(104 is 
on top of a 3..V^n increa.se tor 2003. Both company-owned and fr.in- 
chisc-opcraied stores in the Ihiiied .States with merchandise sales 
during all days of both periods being compared are included in deter¬ 
mining same-store salens grow th rates. .A new store, relocated store or 
rebuilt .store is not included in our same-store sales calculations until 
it has oi-ierated long enough to have merchandise sales during all <if 
the days in lx>th periods IxMiig compared. Ci>niinued improvement 


in U.-S. same-store merchandise sales retiecis the ongoing implemen¬ 
tation of our strategic initiatives and consistent intrcxluction of new 
products. The key contributors to the merchandise salc*s grow'th in 
2004 were increases in fresh fcMids, hot and cold beverages, beer and 
cigarettes. Vcom commissions increased primarily as a result of the 
new check-cashing arrangement entered into during 2004. .See “— 
l iquidity and Clapital Resources—V'(X4M ’’ and .Note I to the 
acetimpanying con.solidaied financial statements. 
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Gasoline Sales 


Intrcasc/ iVrccnt.igt* 


Years Ended December 31 

2003 

2004 

(1 )ec rea.se) 

(Change 

(iasoline sales (in millions) 

SC35S.I 

S4,227.9 

SH72.H 

26.0% 

(iailonssold (in millions) 

2.106.7 

2,241.3 

134.6 

6.4% 

Average retail price per gallon 

S I.59 

S 1.89 

.M) 

IH.9% 

(iailons sold per store change 

4.2% 

4.9% 




Wc atiribuic ihc increase in gasoline sales in 2004 lo the 30-ieni 
increase in the average retail price of gasoline and to the 4.9% 
increase in per-store gallons sold in 2004. 

Merchandise Cross Profit 


Years Ended December 31 

2003 

2004 

Increase/ 

(1leireasc) 

Percentage 
(Change 

{In mi a tom) 





Merchandise (iross Profit: 





LJ.S. same-store 

S2,431.l 

52,598.-^ 

5167.6 

(>.9 Vo 

U.S. stores opened in 2004 

— 

6.2 

6.2 

n/a 

LJ.S. stores <ipened in 2003 

1 1.2 

3.L2 

22.1) 

n/a 

C'anada stores 

171.3 

189.2 

17.9 

10.4% 

Vcom commissions 

1.0 

6.1 

3.1 

n/a 

Oiherin 

(13.7) 

(20.0) 

(4.3) 

n/a 


S2.398.9 

52,813.4 

5214.3 

8.1% 

dross profit margin 

33.24% 

33.64% 



Ciross profit growth per store 


6.6% 



ll) Primarily rrprr*rNt> tosti of third-party tombtnrd dntrthution ttnirn, which are 

not ailoi atfd to ytorr*. 




I'he 8.3% year-over-ycar increa.ve in merchandise gross profit 

merchandise write-offs and l.lfO expc‘nse. Sec **— Liquidity and 

primarily resulted from the favorable changes m product mix due to 

Ciapital Resources—VX'OM*** and Note 

7 to the accompanying 

the acquisition of the ATM business, partially offset by higher 

consolidated bnancial 

statements. 



Gasoline Gross Profit 








Increase/ 

Percentage 

Years Ended December 31 

2003 

2004 

(I )ec rea.se) 

(Change 

Gasoline gross profit (in millions) 

S323.2 

S.342.4 

5 1 7.2 

3.3 Vi, 

Ciross prt)tlt margin 

9.69% 

8.10% 



Ciross profit margin cents per gallon 

13.4 

13.3 

(.1) 

(0.6%) 
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VCc* manage retail {:asolinc prices through a centralized monitoring 
process to minimi/e the elVect of gasoline margin volatility and 
maximize our gross profit per gallon. Increases or decreases in the 
wholesale cost of* gasoline w ill generally cause similar increases or 
decreases in the retail price of gasoline. An increase in the whole¬ 
sale cost of gasoline generally results in higher retail prices within 
five to 10 days after the cost increase, ('onversely. a decrease in the 
wholesale cost of gasoline generally results in lower retail prices 
within IS to 20 days after the cost decrease. Competitive condi¬ 
tions in the retail marketplace can cause these time periods to vary 
considerably on a market-bv-market basis, which can have a signif¬ 
icant impact on gasoline gross profit margin. Over the last 12 years, 
our annual gasoline gross profit margins on a cent-per-gallon basis 
have remained comparativelv stable at or above the l.Ccent-per- 
galh)!! level. 


Other Income 

Other income consists primarily of area license royalties, Vcom fees 
and initial franchise fees. Other income for 2t)()^ was 512^.1 
million, an increase of S2tS.l million, or 2’^.0‘^{i. from 5^)2.0 million 
in 2()0.C Royalty income from our area licensees increased Sb.5 
million to million in 200^. This increase was primarily due 

to the increase in the number of stores under an urea licensing agree¬ 
ment. Franchise fees increased S”^.2 million to S2S.1 million for 
2(K)‘4 as a result of higher average franchise fees charged during the 
year. V'com fee income increa.sed $\\ J million to S32.S million m 
20()‘4. .See *'—l.iquidin’ and (Capital Resources—VCOM " and 
Note 1 to the accompanying consolidated financial statements. 

OSG&A Expense 

The components of C)SC'i&lA expense are as follows: 


huireasc/ Percentage 

Years Ended December 31_2003_2004_{Decrease) (‘hangc 

I/n millioml 

Caimpany Oh(i&.A expense 52,03^).! $2,198.9 $139.8 ”'.8% 

Franc hi see (^S(i&:A expense _ ~"0'7.2 _ 844.6 _ "^7.4 10.1% 

$2,806.3 $3,043.5 SZr.2 8.3% 


The ratio of total C^SCi&:A to revenues decreased to 24.8% in 
2004 from 23.9% in 2003. 

Company OSC&A Expense - The primary contributors to the 
increase in Company OSCiifc.A expense for 2004 were increases of 
$81.1 million in occupancy costs. $46.1 million in employee-related 
costs and $16.3 million in credit card processing fec^s. The increase 
in occupancy costs was primarils a result ot new stores and their asso¬ 
ciated costs; the increase in employee-related co.sts wa.s primarily due 
to an increase in store labor expenses; and the increase in credit card 
processing fees w.ls the result of higher dollar volume primarily from 
the increase in retail ga.soline prices. We expect O.SCiN'.A to grow at 
a rate le.ss than the sum of overall gross profit plus increases in other 
income. We exj>c‘ci store lease costs, which are a component of our 
occupancy costs, to incre.Lse over time as older leases expire and then 
are typically renewed at higher rental rates. 

Included in 2004 ('ompanv C^SCi&A were a $6.3 million cur¬ 
rency conversion loss, a $3.9 millii>n gain associated with the sale 
of C'ityplace and a $"^.3 million fee associated with the prepay¬ 
ment of the Ciiyplace lerm l oan. See “—Liquidity and Capital 
Resources” aiul .Notes 6 and 10 to the accompanying consolidated 
financial statements. 


Included in 2003 ('ompany ()SCi&:A were a $10.3 million gain clue 
to the redemption of the senior sul>ordinated debentures, an $11,0 
million currcnc*\' conversion loss, a $7.0 million charge related to 
the C.'alifornia remediation receivable balance and a $3.9 million 
gain rel.iied to life insurance proceeds. 

Franchisee OSG&A Expense - The primary contributors to the 
increase in I r.inchisee O.SCi&:A were increases of $43.3 million in 
compensation expense and $13.6 million in advertising expense. 
l*he increase in compensation expense was driven by an increase in 
the number of franchised stores. 

Interest Expense, Net 

Net interest expense for 2004 was $64.9 million, a decrease of $12 
million, or 13.6%. from $76.9 million in 2f)03. The year-over-year 
decrease was primarily attributable to the retirement of rhe 
Cityplace Term loan in April 2004 and the expiration of our 
interest-rate swaps in February 2004, parii.illy offset by increases 
resulting from higher average borrowings under the SF.J Notes. See 
“—Liquidity and Ciapital Resources," “-—Quantitative and 
Qualitative Disclosures About .Market Risks ^Interest Rate Risk 
.Management,” and Notes 1. 10 and 13 to the accompanying 
consolidated financial statements. 
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Income Tax Expense 

Intomc tax expense For 2004 was S64.0 million, an increase oF 
$11.6 million, or 22.2%, From $52.4 million in 2003 as a result oF 
hij»lier earnings, which more than offset the $2.4 million tax benefit 
resulting From the expiration oFthe statute oF limitations related to 
the 2000 t.ax-year. C3ur elective tax rate for 2004, including the tax 
benefit, was 37.1%, compared to 38.0% in 2003. 

Discontinued Operations 

[)iscontinued operations For 2004 resulted in a loss oF $6.9 million 
(net of $4.3 million income tax benefit) compared to a loss of $13.2 
million (net of $8.1 million income tax benefit) For the same ^xrriod 
in 2003. The stores included in discontinued operations had total 
revenues of $43.7 million and $149.5 million and pretax operating 
losses oF $11.1 million and $21.2 million For 2004 and 2003. 
respectively. Included in the loss on discontinued operations are 
losses on disposal oFSl.9 million (net oFSO.8 million tax benefit) 
and $6.2 million (net of* $3.8 million tax benefit) For the years 
ended necember 31, 2004 and 2003, respectively. The pretax loss 
for 2003 includes a gain of $5.3 million from the sale of 12 
nonstrategit stores in NX'isconsin. The losses on disposal include 
write-downs of stores to net realizable value, anticipated Future rent 
and other expenses in excess oF related estimated sublea.se income, 
as well as gains and losses on sales of stores. 

Cumulative Effect of Accounting Change 
Kffective January 1, 2004. we adopted FIN 46R, which resulted in 
a one-time charge of $5.1 million, net oF deferred tax benefit, 
related to the cumulative effect of the accounting change resulting 
from the consolidation of our Franchisees. See “—Oitical .Accounting 


Policies and Flstimates—Franchisees" and Note 2 to the accompa¬ 
nying consolidated financial statements. 

F.ffective July 1, 2003, we adopted FIN 46. which resulted in a one¬ 
time charge of $10.2 million, net of deferred tax lH*nefii, related to 
the cumulative efic-ct of the accounting change resulting from the 
consolidation of two trusts that provided us with financing. See “— 
Other Issues—Recently Issued .Accounting Standards" and Note 13 
to the accompanying consolidated financial statements. 

Net Earnings 

Net earnings For 2004 were $96.5 million, or $0.81 per diluted 
share, an increase oF $34.4 million from $62.1 million, or $0.5^ 
per diluted share in 2003. 

COMPARISON OF 2003 TO 2002 RESULTS 

We have restated our previously issued consolidated financial state¬ 
ments to adjust the amortization expense oFcertain of our leasehohi 
improvements to be the shorter of the economic u-seful life or the 
lea-se term as dehned by SFAS No. 13. See "—Oitical Accounting 
Policies and Estimates—Restatement of Previously Issued Financial 
Statements” and Note 1 to the accompanying consolidated finan¬ 
cial statements. 

We have recla.ssified certain prior-year amounts to conform to the 
current-year presentation, such .^s the results of o}HTation.s of our 
franchisee-operated stores in accordance with FIN 46R and of 
certain owned and lea.sed stores which are presented as discontinued 
operations in accordance with the pr<ivisions of SFA.S No. 144 for 
.ill years discussed. See Note 1 to the accompanying consolidated 
financial statements. 


Merchandise Sales 


Years Ended December 31 

Number 

Stores 12/31/0.1 

2002 

2()<)3 

liKrra.se/ 
(Pet reave) 

Pcfsrm.igr 
(Tiange 

(i)ollan IN mtUtoni f 






Merchandise Sales: 

U.S. same-store 

5,063 

$6,441.0 

$6,651.2 

$210.2 

3..5%im 

U.S. stores opened in 2003 

74 

— 

31.7 

31.7 

n/a 

U.S. stores opened in 2002 

114 

49.1 

13'^.6 

88.5 

n/a 

C'anada stores 

479 

486.3 

546.3 

60.0 

12.3% 

Rcbuilt/relocated stores 

6 

6.8 

7.4 

0.6 

n/a 

Worn commissions 

— 

— 

1.0 

1.0 

n/a 


5.736 

$6,983.2 

$7,375.2 

$392.0 

5.0% 


in l*rfvtou>iy reported %hanff of J.J% tn JOOJ ititluded ttorei that urre tubieifuently iloied and recfasufied to diuontinued operattom tn JiHht 











? ileven. Inc 3001 Annuaf Report 39 


Management’s Discussion and Analysis of 
Financial Condition and Results of Operations 


I he U.S. same-store merchandise sales increase ot tor 2003 merchandise sales i:rowih in 2003 were increases in cigarettes, 
is on top ot a 3.1% incrca.se tor 2002. I he primary contrihutors lo beverages, beer and fresh foods. 


Gasoline Sates 


Years Ended December 31 

2002 

2003 

1ncrease/ 
(Decrease) 

Percentage 
( hange 

Ciasoline sales (in millions) 

S2.'"44.8 

S3,333.1 

S6I0.3 

22.2% 

Ciallons sold (in millions) 

1,970.^ 

2,100.” 

130.3 

6.6% 

Average retail price per gallon 

S 1.39 

S 1.39 

$ 0.20 

14.4% 

(Gallons sold per store change 

4.3% 

4.2% 



We attribute the increase in gasoline sales in 2003 to the 20-cent 

gallons sold and |XT-store 

gallons sold are prim,irily due to our day- 

increase in the average retail price of g.tsoline and to the 4.2^'o 

to-day management of gasoline markets 

and retail pricing. 

increa.se in per-store gallons sold in 2003. 1 he incre.ises in gasoline 





Merchandise Gross Profit 





Years Ended December 31 

2002 

2003 

Increase/ 

1 Decrease) 

Percentage 

Cihange 

(/n millions) 





Merchandise Gross Profit: 





G.S. same-store 

S2.313.2 

52,382.9 

5 69.7 

3.0% 

l.^S. stores opened in 2003 

— 

1 1.2 

11.2 

n/a 

U..S, stores opened in 2002 

r.6 

30.1 

32.3 

n/a 

C'anada stores 

M-’.i 

171.3 

24.2 

16.3% 

V’eom commissions 

— 

1.0 

1.0 

n/a 

(3ther»ii 

{20.8) 

(17.6) 

3.2 

n/a 

Potal 

S2.43'’.l 

$2,398.9 

SI4I.8 

3.8% 

Gro.ss profit margin 

33.19% 

33.24% 



Citoss profit growth per store 


3.9%i 




til l*nmurily represents ants aj third-part's eonihined dtstrihutton i enters, w/v./* ,ire tutt allmuted in stores 


rhe primary contributors to the merchandise gross profit gmwth 
in 2003 were increases in cigarettes, fresh foods, beverages, beer 
and tobacco. 

rhe ycar-over-year increase in gross profit dollars compared to 
a relatively small change in gross profit margin is attributable to our 
strategy of maximizing gross profit dollars. Our changing produci 


mix afVects merchandise margins as we sell more items that 
contribute to gross profit dollars but negatively impact gross profit 
margin, such as cigarette cartons. The impact of product assortment 
changes was partially offset by the continued emphasis on managing 
cost of gtiods sold. 
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Gasoline Cross Profit 

liKfcaic/ Percentage 

Years Ended December 31 __ 2(H)2 _ 2003 _ (Decrease) ( tun^c 

(jasolinc gross profit (in millions) $ 2S3.1 S 32‘>.2 $ 72.1 28.S% 

(»ros.s prt>rii margin (4.^0)% 0.60% 

Ciross profit margin cents per gallon 12.8 1 S.4 2.6 20.3% 

decrease was primarily due to the previously anticipated reduction 
in the SFJ licensing royalty rate. Under the terms o( a 1088 amend¬ 
ment to our licensing agreement with SI J. the royally payments to 
us were reduced by approximately 70% bepnning in August 2002. 
The decrease in the licensing royalties was partially otVset by an 
increaseot SI7.2 million in Vcom fee income. See “—Liquidity and 
C '^ipital Resources—VC!()M 

OSG&A Expense 

The components of OSCi&A expense are as follows: 


I he increa.ses m gmss profit margin on both a per-store and a per- 
gallon basis were primarily due to our daily management of ga.soline 
combined with a more favorable market place. 

Other Income 

Other income consists primarily of area license royalties. Vcom fees 
and initial franchise fees. Other income for 2003 was S97.0 million, 
a decrease of SS.‘) million, or S.7%, from SI02.9 million in 2002. 
Royalty income from our area licensees was SS2.0 million in 2003, 
a decrease of SI9.6 million from S7I.6 million in 2002. I he 


Increa-vc/ Percentage 

Years Ended December 31 _2002_2003_(Decrease) C!hatige 

{/n mtlhoHt) 

Uompany OSG&A expense SI.934.3 S2,039.] S 104.8 5.4% 

Franchisee G.SG&A expense _ ^08.0 _ 767.2 _5^ 8.4% 

S2.642.3 S2.806.3 SI 64.0 6.2% 


The ratio of total OSCi&A to revenues decreased to 25.9% for 
2003 from 26.9% in 2002. 

Company OSG&A Expense - I he primar)’ contributors to the 
increa.se in Gompany O.SG&A exjiense for 2003 were increases of 
S74.4 million in occupancy costs, S30.3 million in employee-related 
costs and SI4.8 million in credit card processing fees. The inerc-ase 
in occupancy costs was primarily a result of new stores and their asso¬ 
ciated costs; the increase in employee-related costs was primarily due 
to an incrciise in store labor exf>cnsc*s; and the increase in credit card 
processing fees was the rc-sult of higher dollar volume primarily from 
the increase in retail gasoline prices. Included in 2003 OSG&A was 
a $10.5 million gain due to the redemption of the senior subordi¬ 
nated debentures. ;in $11.O million currency conversion loss and a 
$1.7 million charge related to infrastructure consolidation and other 
expenses. I'he 2003 charge for infrastructure consolidation and other 
exjsenses includes a $7,0 million charge related to the C^ilifornia 
remediation receivable balance and a $3.9 million gain related to life 
insurance proceeds. Included in 2002 OSC 1 &.A wa.s a $14.9 million 
currency conversion li>ss and SI0.7 million related to infrastructure 
consolidation and other expenses. 


Franchisee OSG&A Expense - I he key contributor to the increase 
in franchisee OSG&.A w.is a $46.9 million increase m ct>mpens;i- 
tion exjH*nse. The increase in comjH-nsaiitm is driven by an increa.se 
in the number of franchised stores. 

Interest Expense, Net 

Net interest ex^>ense for 2003 was $"'6.9 million, an incrca.se of $5.6 
million, or 7.9%, from $71.3 million in 2002. I he incre.i.se is 
primarily due to new borrowings of senior subordinated debt and to 
a lesser extent the impact of consoliciated debt in .icc<»rdance with 
FIN 46. These increases were partially offset by kiwer average 
borrowings under our commercial paper facility at K»wcr average 
iniere.si rates in 2003 than in 2002. .See “—Liquidity and CCapital 
Resources,” “—Quantitative and (.Qualitative Disclosures Al>out 
.Market Risks—Interest Rate Risk .Management,” and Note 10 to 
the accompanying consolidated financial statements. 

Income Tax Expense 

Income tax expense for 2003 was $52.4 million, an increase of 
SI2.6 million, or 31.8%. from $39.8 million in 2002. Our effective 
tax rate was 38.0% for 2003. compared to 40.0*'^ in 2002. I’his 
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decrease was due to a reduction of permanent differences between 
financial statement income and taxable income between the txvo 
years primarily due to million in nontaxablc income related to 
life insurance policies in 2002. 

Discontinued Operations 

Discontinued operations for 2003 resulted in a loss of $13.2 million 
(net ol S8.1 million income tax benefit) compared to a loss of 
million (net of Si3.2 million income tax benefit) for the same 
period in 2002. The stores included in discontinued operations had 
tt>tal revenues of $140.5 million and $2fW.8 million and pretax 
operating losses of $21.2 million and $33.1 million for 2003 and 
2002. respectively. Included in the loss on discontinued operations 
are losses on disposal of $6.2 million (net of $3.8 million tax 
benefit) and $13.0 million (net of $9.2 million t.ix benefit) for the 
years ended December 31. 2003 and 2002, respectively, fhe pretax 
loss for 2003 includes a gain of $5.3 million from the sale of 12 
nonstrategic stores in VC5sconsin. The los.ses on disposal include 
w rite-downs of stores to net realizable value, anticipated future rent 
and other expenses in excess of related estimated sublease income, 
as well as gains and los.ses on sales of stores. 

Cumulatiue Effect of Accounting Change 
iTfective July 1.2003. we adopted FIN 46. which resulted in a one¬ 
time charge of $10.2 million, net of deferred tax benefit, related to 
the cumulative effect of the accounting change resulting Irom the 
consolidation of two trusts that provided us w ith financing. .See **— 
Other Issues—Recently Issued .Accounting .Standards” and Note 13 
to the accompanying consolidated financial statements. 

(^n fanuary 1. 2002, w'e adopted SF.AS No. 143. w'hich resulted in 
a one-time charge of $28.1 million, net of deferred tax benefit, 
related to the cumulative effect of the accounting change w'hich 
relates t<^ the accountiitg for costs associated with future removal of 
underground gasoline storage tanks. See Note 9 to the acctmipa- 
nying consolidated financial statements. 

Net Earninjs 

Net earnings for 2003 were $62.1 million, or SO.'S"' per diluted 
share, an increase of $50.5 million from $1 1.6 million, or S(J.12 per 
diluted share, in 2002. 


LIQUIDITY AND CAPITAL RESOURCES 

We obtain the majority of our w'orking capital from these sources; 

• (.'ash flows generated from our operating acjtivities: 

• A $6S0 million commercial paper facility,! guaranteed by Ito- 
Yokado (]o.. Ltd. (“lY”): and 

• Borrowings of up to $200 million under our revolving credit 
facility. 

We believe that operating activities and avaiUhle working capital 
sources will provide sufficient lic]uidity in 2005 to fund our oper¬ 
ating costs, capital expenditures and debt service. In .uldition, we 
intend to continue acces.sing the lea.sing market to finance our 
new stores. 

We anticipate that our capital expenditures for 2005, excluding 
lease commitments, w-ill be within a range ot $390 million to 
$430 million. Anticipated capital expcndiiaires lor 2005 are 
expected to Include the areas of new stores^ information tech¬ 
nology and maintenance. For 2004, our capiiil expenditures were 
primarily related to new-siore development, equipment replace¬ 
ments and upgrades, and information technology. We opened 59 
stores in 2004 and expect to open between 100 and 150 stores 
during 2005. See “—Liquidity and (4ipital Resources—V( '( )M 
and Purchase of .A'F.M Business” and Note to ihe accompanying 
consolidated financial statements. 

In .April 2009. we retired the CJtyplace Term Loan using a combi¬ 
nation of proceeds from the sale of CJtyplace and available 
corporate funds. The total retirement of the <2ityplace lerm Loan 
w'as $214.1 million. This was comprised of the outstanding loan 
balance, accrued interest and fees associated with prepayment of the 
loan of $'^.5 million. The carrying amount of the property and 
equipment (and associated net rental amount^,) that was sold was 
$104.^ million at the time of closing. See Notif 10 to the accompa¬ 
nying consolidated financial statements. 

Lffcctive October 8, 2004, we terminated cerruin le.Lse facilities that 
had provided us with financing. We had ustd the financings to 
construct new^ stores and acquire operating convenience stores from 
third parties not affiliated with us. After a stoile w.is constructed or 
acquired, w^e leased the store from trusts that were establishetl it) act 
as lessors. We paid the trusts rent equal to the interest expense on 
the applicable stores construction costs or. in the case of operating 
convenience stores, the acquisition price of the land, building, 
motor fuels equipment and other fixtures. 1 ht! interest expense w^as 
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LIBOR plus 2.1% for the 1999 facilit)' and LIBOR plus 1.1% for 
the 2001 fiiciliry. 1 he base lease terms under these facilities were set 
to expire in February 2005 and July 2006, respectively. 

We consolidated the assets, liabilities, noncontrolling interests .ind 
results of activities of these trusts into our financial siateinents eftcc- 
tive July 1, 2003» as required by FIN 46. Using available corporate 
funds, we paid $175.6 million to retire the loans and $12.7 million 
as a return on investment. "Lhe termination of the lease facilities 
resulted in a charge of $1.2 million to our consolidated statements 
of earnings in the fourth quarter of 2004. Lhe charge represents the 
recognition of the remaining deferred loan costs as well as miscella¬ 
neous expenses a.ssociated with the closing. With the termination of 
the lea.se facilities, title to all assets previously owned by the trusts 
was tran.sferred to us. See Notes 10 and 13 to the accompanying 
consolidated financial statements. 

On October 26, 2004, we entered into a $200 million unsecured 
revolving credit agreement (“Uredit Agreement’') with a group of 
lenders. We are permitted to use the entire revolving credit facilirs* 
to support the issuance of letters of credit, or we may draw on the 
facility for general corporate purposes. The revolving facility expires 
in October 2009. We terminated the previously existing $200 
million revolving credit facility when we executed the nesv Credit 
Agreement. As of December 31, 2004, outstanding letters of credit 
under the facility totaled $113.3 million, and there were no 
outstanding borrowings under the facility. 

V'com* and Purchase of ATM Business 

VCOM* is our proprietary self-serv'ice solution to meet consumer 
demands for convenient and continuously available financial 
services. We believe that our V'com business repre.sents a significant 
market op|H)rtunity' to offer financial and other services to a segment 
of our current and future customers. We believe we are well- 
positioned to capitalize on this opportunity because of the demo¬ 
graphics of our existing customer base and the large number of our 
conveniently IcKatctl stores. Through exclusive agreements w ith ihiid- 
party service providers, we ofler ir,iditional AT.M .services, money 
iirders and money transfer sers’ices, check-cashing, prepaid phone 
cards, stored-value cards and bill payment services. Lhese are prima¬ 
rily commission-b,tsed and are included in merchandise sales on the 
accompanying consolidated statements of earnings. 

As of December 31. 2()()4, we had 1,037 V'COM' kiosks in our 
stores. In exchange for granting our strategic partners exclusive 
rights to offer their services or products on our V'C'O.Vt* kiosLs, 
these partners are generally required to pay us a percent.ige of the 
transaction fees and. in certain circumstances, placement fees. 


During the 12 months ended December 31. 2004. we received a 
total of $11.9 million in placement fees from our \’com partners, 
of which $7.1 million is included in deferred income in our consol¬ 
idated balance sheet. These fc*es are recognized in other income as 
earned in our consolidated statement of earnings. 

During the first quarter of 2004, we recognized in income $6.2 
million that was previously classihed as deferred income due to the 
mutual termination of the Worn chcck-c.i.shing relationship with 
C'ertcgy. We entered into an agreement with C.ash Works, Inc., a 
subsidiary' of General Fllcxiric CTimpanv. to provide check-cashing 
services on our VCX).\1‘ kiosks and transitioned that business to 
them in early April 2004. In addition, we recognized $4.6 million 
that was also previously classihcd as deferred income related to the 
mutually agreed-upon termination of our e-shopping relationship 
with Gyphermint. At the end of the Hrsi quarter, we entered into an 
arrangement with a commercial bank that provides the cash in the 
VCO.VI* kiosLs. Lhe fee charged to us by the commercial bank for 
our use of its cash is reHcxted in our CXmipany OSG^^.A cxpen.se. 

C')!! August 16. 2004, we entered into a new agreement with a 
ma)or financial services company. Under the terms of the agree¬ 
ment, w'e acquired the business that operated the A'LM network 
then deployed in our stores for a purchase price (including acqui¬ 
sition costs) of $44.7 million of cash consideration and the 
assumption of certain contr.ictual lea.se commitments and other 
contracts related to the business. In connection with this .icquisi- 
tion, vve entered into an agreement with a commercial lender to 
provide cash in the .A I M machines. 

We are accounting for the .icquisition under the purchase mcthiHf. 
1 he purch.ise price includes the acquisition of approximately 4,500 
.AI M machines (a.s well as approximately 1.000 warehoused units, 
the majority of which were sold by December 31, 2004) and the 
right to receive all future .AI M transaction revenue generated 
through both these machines and the more than 1,000 V’C’OM* 
kiosks that wc currently own. During the fourth quarter, we final¬ 
ized the purchase price allocation and. as a result of this analysis, 
recorded goodwill of $35.6 million representing the excels of 
purcha.se price over net a.s.sets acquired. Sec .Note 7 to the accompa¬ 
nying consolidated financial statements. 

Contractual Obligations and Commercial Commitments 
Financial Obligations. A summary of our material contractual cash 
tibligations a-s of December 31. 2004. is as follows (in millions): 
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200'^ 

2006 

200"' 

2008 

2000 

Lhereaficr 

Lutal 

Long-term debt 

$ 7i).() 

S 69.3 

Sl 

SI 18.1 

SI 19.6 

$ 309.3 

$ 803.4 

G.apital lease obligations, including interest 

41.8 

39.4 

3^.6 

29.1 

27.4 

170.6 

332.9 

C'onvertible quarterly income debt securities 
(“(^LJIDS") 

_ 

_ 

_ 

_ 

_ 

300.0 

300.0 

Interest payments on long-term debt and QLODS 

37.4 

39.0 

40.0 

37.3 

33.2 

41.7 

228.6 

Operating le,ise obligations 

20S.3 

184.9 

134.0 

126.1 

106.2 

646.3 

1,422.8 

Purchase commitments i2\ 

2,708.0 

1,340.0 

79.0 

43.0 

I'^.O 

10.0 

4,39“.0 

Post-employment benefits cu 

3.9 

4.0 

4.0 

4.0 

4.0 

33.3 

33.4 

Self-insurance obligations(Vi 

S3.3 

12.1 

10.7 

9.1 

7.4 

3.7 

98.3 

Contributions related to retirement plans 

14.3 

2 

.2 

2 

2 

4.9 

20.2 

Employee annual performance incentive 

40.0 

— 

— 

— 

— 

— 

40.0 

Environmental liabilities 

22.4 

9.7 


2.4 

2.2 

1.2 

41.6 

Underground gasoline storage tanks 

1.8 

2.0 

2.0 

2.0 

2.0 

^ 47.4 

3-.2 

lotal 

$3,200.6 

Sl.')0().8 

S443.9 

$371.3 

S 319.2 

$113-^7.8 

$7,813.6 


Il> hiiludn $26'^.3 milltuu of conimercuiipaper. $2152) million of n i'uch is ilassifire! in I hereafier, " 
12^ Refer to the Purehaie Commitrnents tahie 

1 4) IVy* hare estimated our future cash ohli^anom based on htstoriujl informanon 


Lon^-Term Debt. We have $6S() million available under our 
commercial paper facility, of which $267".3 miHit)ii was 
outstanding as of December 31, 2004, We have classified $21^.0 
million of the total amount outstanding as noncurrent debt because 
we intend to maintain at least this amount outstanding during die 
next year. Such debt is unsecured and i.s fully and unconditionally 
guaranteed by lY through 2006 under a written agreement. W has 
agreed tc^ continue through 2006 both the guarantee of the 
commercial paper issued and the waiver of its contractual right to 
receive from us a guarantee fee ol 0.3% per year (accruing on a daily 
basis) on the face amount of commercial paper outstanding. 

If we fail to repay the commercial paper as it ntatures, IV will 
become obligated to make such payments under its guarantee of our 
commercial paper facilit)'. We would, in turn, be obligated to reim¬ 
burse lY, subject to some restrictions in our credit agreement, for 
the costs as.sociatcd with such a payment. Our credit agreement restric¬ 
tions principally specih' that we cannot make reimbursements until 
one year after we repay, in full, all amounts outstanding under the 
credit agrcfment. See “—Other Issues—Related Party Tran.sactions— 
Commercial Paper" and Note H) to the accompanying con.solidated 
financial statements. 

Our other long-term debt primarily consists of ShJ Notes ol $-100 
million and yen-denominated loans of $l 34.'s million. See Note 10 
to the accompanying consolidated financial statements. 


There were no loans outstanding under the rtivolver at December 
31, 2004. Letters of credit outstanding undei the facility totaled 
SI 13.3 million at I3ecembcr 31, 2004, which: have reduced avail¬ 
able funds under the revolving credit facility to $86.7 million. 
Interest on borrowings is based on a variable rate equal to the 
highest of (a) the administrative agent bank’s base rate, (b) (J.S0% 
over the three-week moving average of three-month certificate of 
deposit, (c) 0.30% over the federal funds rate or. at our option, a 
rate equal to a reserve-ad justed Eurodollar rate plus a margin deter¬ 
mined bv our credit rating for senior long-term indebtedness. 

Our revolving credit facilin’ contains various hnancial and oper¬ 
ating covenants customary for facilities ol ihi.s< nature that require, 
among other things, the maintenance of certain hnancial ratios 
including interest and rent coverage and leverage ratios. We do not 
anticipate drawing down any funds under our revolver in the near 
future. We were in compliance with all of the financial and oper¬ 
ating covenants in our credit agreement as of t)eccmber 3E 2004. 
.See Note 10 to the accompanying consolidated financial statements. 

Capital and Operating Lease Obligations. We utilize leases as a 
means ol funding our property and equipment. Cjenerally, real 
estate leases are for primary terms from 10 to 20 years with options 
to renew for .idditional periods and equipment leases are for lerm.s 
from three to 10 years. Ground leases for si;ores are recorded as 
operating leases, while leased buildings and equipment are recorded 
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AS c.ipiul or opcTaiing leases in accordance with the provisions of 
SI AS No. 13, “Accouncing for lx*ases.” as amended. C'apital lease 
obligations and related assets are included In our cons4»lidaied 
balance sheet. C3pcrating lease obligations and related assets are not 
included in our consolidated balance sheet. 

Store Leases. As of December 31,2004, we <iperated or franchised 
approximately 3.800 stores in the United States and (Canada. VC’e 


own approximately 31% of these stores, and we lease the remainder. 
Over the next 3 years, leases cxnering more than hall of our total 
leased stores will expire, including more than l.3<M) leases that lack 
rent renewal options or contain neg4itiable rent options atid m<»re 
than 1.100 lea.ses that have fixed rent options. NXe have devoted, and 
will continue to dev4)te, cotisiderable efforts to extendittg and/or 
rettegotiating these leases. 



20()S 

2006 

2007 

2008 

2009 

Iciial 

Lease expiring or with negotiable rent options 

162 

306 

301 

287 

286 

1,342 

f ixed rent options 

32 

218 

U6 

283 

318 

i.ur 

Total 


324 

617 

370 

60't 

2.309 


We originally signed many of the expiring leases or lea.ses w ith nego¬ 
tiable options in the lO'^Os and 1980s. .Some of these leases bad 
primary terms of 10 to 20 ye;irs. with as many as three option> to 
renew for additional five-year terms. I^ir those sites where we need 
to tiegotiate (a) a new lease to replace an expiring lease or (b) a new 
rental for those leases that have negtniabic rent renewal options, we 
expect that we will pay prevailing market rates svhen the new lease 
term or option term commences, which will likely significantly 
increase our ojx'rating costs. If we are unable to agree on an appro¬ 
priate rent for any one of these stores, w'e may decide m forego 
renewal of the lease and close the store. 

If we have a fixed rent option, in most cases the rent will increase 
cither to a specific predetermined dollar amount or as calculated 
based on a predetermined formula, such as an increase in the 
consumer price index. I'liese rent increases will increase our oper¬ 
ating costs. 


QUIDS. SFJ currently holds S3fH) million ol convertible i|uarterly 
income debt securities (QUIDS) from a tran.saction consummated 
in 199S. These securities can be converted into our common sttxk 
at a predetermined price. The securities bear interest at ^.3% 
annually and are subordinate to all existing debt. See “—Other 
Issues—Related Party Iransactions—C^ldDS” and Notes 1 I and 
21 to the accompanying consolidated financial statements. 

Purchase Commitments. \X’e have various material contracts with 
serx'ice and product vendors that contain commitments to purcluLse 
minimum levels of products or services. We also have material 
commitments lor capital projects. We have estimated our material 
minimum purchase commitments as <if DecemlnT 31. 2004. I hese 
estimated commitments are summari/ed .is follows (in millions): 



2(»03 

200(1 

200:’ 

2008 

2009 

thereafter 

Total 

Distribution services 

S 961.0 

5 — 

s — 

s — 

s — 

% — 

5 961.0 

(lasoline supplyn' 

1,401.0 

1.443.0 

— 

— 

— 

— 

2.844.0 

rr commitments 

^9.0 

30.0 

42.0 

33.0 

7.0 

— 

21 1.0 

Prtiduct and other commitmentst.M 

48.0 

47.0 

3'".0 

10.0 

10.0 

10.0 

162.0 

C.'apital commitments 

219.0 

— 

— 

— 

— 

— 

219.0 

lotal 

S2.70«.(i 

SI,‘>4(1.0 

5''9.0 

S43.0 

sr.o 

SI 0.0 



(II Ur A,/ir fstintittrti our future purchase lommttmenti htneti on roiumet purchuieti anti our areraj^r cast for JOO-I itureaseti hy approximately 
(Ji Ur hare ettimateti our future purchase commitmenti based on our contrat ted I'vlume at JOil'l pruei 
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Distribution Seruices. Wc have -a scrvict* agreement through 
laiuiarv 201)6 with Mel.ane C'ompany. Inc., under which .Mcl.ane is 
I he primary distributor ot traditional grocery products to our U.S. 
stores and designated combined distribution centers in the United 
States. Under the terms of the agreement, we are requiretl to 
purchase a minimum percentage ot eligible purchases from 
McLane. We exceeded the minimum percentage in 2003 and 2004 
and we expect to meet the minimum percentage in 200S. Our 
failure to purchase the minimum percentage of eligible purchases 
could result m a change in pricing of certain products. 

Gasoline Supply. We are currently in the 10th year ot a 20-year 
product purchase agreement with C.iigo Petroleum C orporation, 
rhis agreement, which expires in September 2006, permits us to 
purchase gasoline from parties other than Citgo, but obhg.ues us to 
purcha.se specified quantities of gasoline at market prices from 
Uiigo. The minimum required annual purchases under this agree¬ 
ment are generally the le.sscr of 7S0 million gallons or 3‘^‘'(i «>t .ill of 
the gasoline we purcha.se for retail sale. We have exceeded the 
minimum required annual purchases in all material respe^^ts in each 
vear of the contract and expect to continue doing so m the future. 
See Note I S to the accompanying con.solidaied financial statements. 

fT Commitments. We have various information rechn(‘log\ 
commitments that require u.s to purchase minimum amounts of 
products and services annually. \Xe have exceeded sucli minimum 
purchase requirement.s in the past in all material respects and e.xpect 
to continue doing so for the foreseeable future. Our failure to satisb- 
tfie minimum purchase requirements could cause us to make 
payments to the applicable providerls) equal to the commiiment(.s) 
or a predetermined percentage of the commitrneni(s). 

Product Commitments. We have various product purchase 
contracts that require us to purcha.se a minimum amotmt of 
products annually. Wc have generally exceeded such minimum 
purchase requirement.s in the past and expect to continue di>mg so 
for the fore.seeable future. Our failure to satisfy- the minimum 
purchase requirements could result in termination of the contracts, 
changes in pricing of the products and payments to the applic.ihle 
provider(s) of a predetermined percentage of the commiimcntts). 

Other. We have contracts with certain of our combined distribution 
center operators that require us to process a certain level of products 
through the facilities. If we lail to do so, we must pay the applicable 
operator a predetermined fee. W'e estimate that we will pay approx^ 
imatcly $7.0 million in such fees over the next three years. For the 
years ended December 31, 2002. 2003 and 2004, we jiaid SO.O 
million, $3.f^ million and $3.7 milli<»n. respectively. 1 hese anunmts 
are reflected in merchandise cost of goods sold. 


We bas e guaranteed S3.'’ million ot a five-year, S I 3 million note 
between one ot our equity affiliates and a third'pariv lending insti- 
luiion. The affiliate obtained the loan to restructure existing debt. 
The guaranteed amount is the maximum poteniial amount that we 
could be required to pay in the event of default! by the alfiliaie. 

See Note H, 0. l4 and 13 to the accompanying consolidated finan¬ 
cial statements for discussion of other iteniN in the financial 
obligations table. 

Cash Floivs from Operating Actiuit/es 

Net cash provided by operating activities foir 2f)04 was $3S^).6 
million compared to $333.1 million for 2003, an increase of 524.3 
million or 4.6'^n. We attribute this increase to increased earnings 
during 200 h. Partially offsetting this increa.te were changes m 
working capital itcm.s, primarily attributed to the timing of receipt 
of vendor allow'anccs and other receivables, the timing of the 
payment of merchandise and gasoline payabibs, and increases in 
employee compensarion payables. I 

Cash Flows from Investing Activities 

Net cash used in investing activities for 2004 vyas $22"^. 1 million, a 
decrease of SI08.0 million, or 32.4%. from $336.0 million tor 

2003. Included m investing activities for 2004. Was the AI M acqui¬ 
sition for $44.*^ million and net proceeds of $122.4 million from 
ihe sale of the headquarters building, parking; garages and related 
facilities to an outside part)'. 

Cash Flows from Financing Activities 

Net cjnIi u.sed in financing activities vv.ls S440.8 million fur 2004, 
an increase of $311.6 million from SI33.2 million for 2003. 
(.'oiurihuting to this increase were net paymeius under commercial 
paper facilities of S31.4 million combined with repayments ot long- 
rerni debt of $404.2 million, which consisted primariK <if $203."^ 
million from ihc payoO of the Ciryplace lcr|n Loan and $1 3.6 
million from the terminvUion of the lease faciliiies. 

OTHER ISSUES 

Related Party Transactions 

As of December 31, 2004, lYG Holding Co. (“D t.'"). SFJ and lY, 
collcciivelv held 73.77% ol our common stock. .-Vs of I )ecember 31. 

2004. lYC was owned 31% by W and 40"fi by SFJ. a niajoritv- 
owned subsidiary of lY. lYC is a Delaware Corporation that was 
formed 111 1001 to acquire and hold our common stock. On 
February 28, 2003. IY sold to SFj its interest in both lYCi and its 
independeml'v held shares ol our common stoCk and. as a result, we 
are curreiirb '^3.^'^% owned by SFj and hC*. See Noies 1 and 21 
TO ihe accornpanving consolidated financial st itements. 
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Commercial Paper. \X’c entered into an agreement with IV 
pursuant to which lY agreed to fully and unconditionally guarantee 
our commercial paper facility. As a result of this guarantee, we 
achieve lower imerc*st rates and better credit ratings than would 
otherwise be possible. Both the interest rates we pay on our commer¬ 
cial paper and our credit rating are affected by lYs credit rating, 
and a significant downgrade of lY’s credit rating could adversely 
affect us. Due to lYs indirect ownership interest in our company, 
we expect our relationship with lY to continue in the future. See 
"—Liquidity and Clapital Resources—Contractual Obligation and 
(Commercial CCommitments—Financial Obligations—Long-Term 
Debt" and Notes I and 10 to the accompanying consolidated 
financial statements. 

QUIDS. SLJ holds S300 million of Ql’lDS from a transaction 
consummated in 100>. These securities can be converted at any 
time Into our common stock at a predetermined price. The securi¬ 
ties bear interest at 4.S% annually and are subordinate to all existing 
debt. The terms and conditions of the QLUDS transaction were 
approved in advance by a .Special Committee comprised of three 
Independent members of i>ur board of directors. In deciding 
whether to approve the transaction, the Special CCommittee relied, 
in part, on fairness opinions delivered to the committee by financial 
institutums who conducted extensive due diligence prior to issuing 
their opinions. See Notes I 1 and 21 to the accompanying consoli¬ 
dated financial statements. 

License Royalties. In 20(f4 we received over 522.7 million of royal¬ 
ties from our area license agreement with SH). See Notes 1 and 10 
to the accompanying consolidated financial statements. 

SEJ Notes. SFJ holds S-iffO million of Senior .Subordinated Notes 
that we issueil in 2003. These notes were issued in four tranches 
under a 200^ note purchase agreement with St). The weighted 
average interest rate for the SLJ notes is 3.4'M». 

Expansion in China. During the first quarter of 2004, wr finalized 
an area license agreement for Beijing and the surrounding area in 
the IVtiple’s Republic of C'hina with an approvcsl joint venture 
group. The joint venture is comprised of Seven-tic-ven japan. Co,, 
Ltd., Beijing Shoul.ian (C'apital Allied) Commercial (iroup (a>.. 
Ltd., and (!hina National Sugar 6c Alcohol Ciroup Cairporation. 
I he first 7-F.LF.VFN* store opened in E^ijing on April IS. 2004. 
and a total of 1(1 stores were operating at year end. As part <»f this 
agreement, we recognized 52.0 million in other income for the vear 
ended Decembc*r 31.2004. 


Environmental 

At DecemlKr 31,2004, our estimated undiscounted liability for our 
environmental costs related to remedial action at existing and previ¬ 
ously operated gasoline storage site's and other o[H*rating and 
nonoperating properties where releases of regulated substances have 
been detected wa.s S.^7.7 million. We anticipate that substantially all 
of the future remediation costs for detected releases of regulated 
substances at remediation sites of which we are aware, as of 
December 31. 2004. will primarily l>e incurred within the next five 
to six years. The estim.ited liability could change within the near 
future for several rea.sons. including (a) revisions to or the creation 
of governmental requirements, (b) existing remediation projects 
become fully defined, resulting in revised estimates of the cost lo 
finish the protects and (c) unplanned future failures of underground 
gasoline storage tank systems. 

L'nder state reimbursement programs, we are eligible to be reim¬ 
bursed for a portion of future remediatitm costs, .is well as a (xiriion 
o\ remediation costs previously incurred. These reimbursement 
claims represent a firm and legally enforceable basis to recover reme¬ 
diation costs fr<im the various state programs. At December 31, 
2004. we had recorded a net receivalde of 5^0.S million for the esti¬ 
mated state reimbursements, of which 540 *" million relates to 
remediation costs incurred in the State of (’alifornia. In .issessing 
the probability of stale reimbursements, we take into c(»nsideration 
each states fund balance, revenue sources, existing claim backlog. 
Status of cleaning activity and claim ranking. .As a result of these 
.issessments, the recorded receivable amounts at December 31, 
2004. are net of allowances of 51 I.R million. The estimated future 
state reimbursement amounts could change within the near future 
as governmental requirements atid state reimbursement programs 
cemtinue to be revised or extended. 

While we cannot be certain »>f the timing of our receipt of state 
reimbursement funds. b.Lsed on our experience we ex|H*ct to receive 
the majority of state reimbursement funds within one to three years 
after our payment of eligible remediation expenses. This time periini 
assumes that the state administrative pn»cedures for prtKessing such 
reimbursements have not changc*d. 

The exception to our assumptiem regarding the timing of when we 
will receive state reimbursement funds is in CCalifornia. The 
(California reimbursement program separates claims into four 
classes: A, B. (' and D. Our claims are in class D. lit 2()()3, as a result 
of the growing backlog of CCktss D claims, we recorded a pretax 
charge of 57.0 million to OSCuSrA to reflect our best estimate <»f the 
fair value of the (California remediation receiv.ible at that time. 
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Upon passage of California AB U)()() in 2004, which increased the 
expected funding of rhe state’s reimhursenient prt)granis, we revised 
i)tir estimate of when we would receive funds trom C.alifornia. As a 
result of this analysis, we recorded a S2.0 million increase in our net 
receivahle from California tor the year ended December 31, 2004. 
We have recorded the portion ot the receivable that relates to reme¬ 
diation activities that havealreadv been completed at a discount raie 
of approximately Thus, in addition to the allowance 

discussed above, the recorded receivable amount is also net ot a 
discount ot 510.4 million. 

Any revisions to our estimated future remediation expenditures and 
related state reimbursement amounts could have a material impact 
on our operations and financial position. 

Franchise Agreement Renewal 

W’e have approximatelv 3,400 franchised stores as of December 31, 
2004. We developed a new franchise agreement, which we began 
implementing in 2004. to replace agreements that expired in early 
2004. The new agreement includes a revision to the gross proht split 
berween us and the Iranchisecs and provides for ait advertising fee 
to he paid bv the franchisees to us. In addition, the new agreement 
includes a rec]uirement for a minimum-purchase percentage of fran¬ 
chisees’ total purchases and cigarette purchases from our 
recommended vendors. 1 he agreement is designed to better align 
our franchisees with our business strategics involving fresh foods, 
combined distribution and differentiation and to increase profits for 
our franchisees and us. 

A committee of our franchisees evaluated the economic impact of 
the new agreement on our franchisees according to a procedure set 
forth in a 1S)^)8 court-approved settlement agreement. In l ebruary 
2004, the committee advised us that the new agreement satisfied the 
economic impact standard contained in the settlement agreement. 
-After that, all franchisees were offered the chance to sign the new 
agreement during 2004. As of December 31, 2004, franchi.sees 
operating 3,2S1 stores, or approximately 03% of loial franchised 
stores, had signed the new franchise agreement. See Notes 1 and 2 
to the accompanying consolidated hnancial statements. 

The terms of the new' agreement have not had a material adverse 
impact on either our franchisees or us. 

Recently Issued Accounting Standards 

In May 2004, the F.A.SB issued RASB Staff Position No. 106-2 ("hSP 
106-2"), "Accounting and Disclosure Requirements Related to the 
.Medicare I^rescription Drug. Improvement and .Vloderm/ation Act 


of 2003," (the "Act"). FSP 106-2 supersedes FSP 106-1. which was 
issued in janu.iry 2004 under the same title^ 1 he Act concerns 
prescription drug benefits under .Medicare (“Medicare P.irt D ) a.s 
well as a federal subsidy to sponsors of retiree healthcare benefit 
plans that provide a benefit that is at least actujarially equivalent to 
Medicare Part D. FSP 106-2 applies only to sponsors of defined 
benefit postretirement health care plans for which (a) the employer 
has concluded that prescription drug benehis available under the 
plan are actuarially equivalent to .Medicare Pant D and thus qualify 
for rhe subsidy under the .Act and (b) the e>ipected subsidy will 
offset or reduce the employer’s share of the ct«st of postreiirement 
presi^riptioii drug coverage provided by the pljan. In general, FSP 
106-2 concludes that plan sponsors should follow SI .AS No. 106 
(see Note 14) in accounting for the effects of the .Act. Specifically, 
the effect of rhe subsidv on benefits attributable to past service cost 
should be accounted for as an actuarial experience gain and the 
effect of the subsidy on future costs should be accounted for as a 
reduction in service cost. We .idopted the provisions ot FSI* 106-2 
effectise July I. 2004, but were deferring reijognition as allowed 
pending the issuance of authoritative guidanceiand its effect, if .my, 
on our financial position, results of operations and financial .state¬ 
ment dischisure. On January 21, 2003. the Clenters for Medicare 
and Medicaid .Services issued such guidance by releusing final regu¬ 
lations implementing the .Act. These rcguladons. which we are 
currently evaluating, provide new and additionil guidance f<jr deter¬ 
mining actu.irial equivalency, ffowever. based on the current de^'lgn 
of our postretirement healthcare benefit plan, we believe that it is 
unlikely that the prescription drug benefits available under our plan 
will be actuariallv equivalent to Medicare Part D. and we will there¬ 
fore not qualih' for the subsidy under the Act. 

In November 2004, the F.A.SB issued SFAS Ko. 131, "Inventory 
Costs." .SFAvS 131 requires that fixed production costs be alloc.itcd 
to inventory b.i.sed on the normal capacirv’ of production facilities 
and that unallocated overheads be recognized as an expense in the 
periods in which thev are incurred. In addition, other items suv.li as 
abnormal freight, handling costs and amounts of excess spoilage 
require treatment as current-period charges rather than a porticni of 
the invcniorv cost. SFAS No. 131 is efFeciive h>r inventory costs 
incurred during periods beginning after June 13. 2003. We are 
cLirrenth- assessing the requirements of the siOiiidard. which will he 
adopted effective January 1. 2006. hut we do not believe that its 
adoption will have a material impact, if any, on our consolidated 
hnancial position <ir results of operations. 

In December 2004, the F.ASB issued SF.AS No. 123 (revised 2004}, 
“Share-B;Lsed Pavment,” ("SF'A.S I23R"). which revises SFAS No. 123, 
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“Atcountinn tor Siock-B.i.scd Ciompcrisaiioii,” and supersedes APB 
(Opinion No. 2^. ‘‘ALa>uiuing tor Stock Issued to Hniployees.*’ 
SPAS 123K establishes standards tor accounting tor transactions in 
which an entity exchanges its equity instruments tor go(»ds or 
services. J'he primary focus ot SPAS 123R is on employee services 
obtained in share-based payment transactions. SPAS 123K requires 
that all share-based payments to employees be recognized in the 
financial statements based on their fair values beginning with the 
first interim or annual reporting |>eriod that begins after June IS, 
200S, with early adoption encouraged. I'he fair value of'a share- 
based payment tran.saction is to be determined by an option-pricing 
model ai* of the grant date ot the award. The cost will be recognized 
over the period during which an employee is required to provide 
services in exchange tor the award. 

The implementation guidance ot SP.AS I23R requires that a 
company elect a transition method to be used at the date ot 
adoption. The transition methods include both prospective and 
retrospective options tor adopting. Under the retrospective transi¬ 
tion options, prior jurriods may be restated either as ot the 
beginning ot the year of .idoption or tor all periods presented, I he 
prosjx'ctive method requires that comj>cnsation expense be recorded 
tor all unvested awards at the beginning ot the first period ot 
adoption of SPAS 123R. while the retrospective methods require 
that ctimpensatiiin expense tor all unvested awards be recorcied 
beginning with the first period restated. 

We will .idiipt the provisions of SPAS 123R etJective July I, 2(M)3. 
VCe intend t<» elect the retrospective transition method, with all 
prior periods presented restated to include expense previously calcu¬ 
lated under SPAS No. 123 tor pro forma footnote disclosures. Based 
on our preliminary analysis ot .SPAS No. 123R, we anticipate that 
the after-tax imp.ict ot ailopiion on our earnings from continuing 
ojH*rations for the year ended December 31. 200S. will be an 
expense of approximately Sb.O million to $7.0 million. 


Subsequent Event 

On Pebruary 2S. 200S, IV sold to SPJ its interest in both lYCi and 
its indejx*ndently held sharers of our common stock. Phis transac¬ 
tion between lY and SP). which is a majority-owned subsidiary of 
lY, d(X’s not impact us. Pollowing the transaction, we are 73.77'hi 
owned by IY(i and SPJ. See Notes 1 and 21 r«» the accompanying 
consolidated financial statements. 

QUANTITATIVE AND QUALITATIVE DISCLOSURE 
ABOUT MARKET RISK 

I he following discussion summarizes the hnancial and derivative 
instruments wx* held as of December 31. 20(P». 1 hese instruments 
are sensitive to changes in interest rates, ti>reign exchange rates and 
equity prices. Prom time to time, we use interest-rate swaps to 
manage the priman' market exposures associated with underlying 
liabilities and anticipatcxi transactions. We use these instruments to 
reduce risk by es.sentially creating offsetting market exptwurcs. In 
.iddition, our two yen-denominated loans efJectively serve as an 
economic hedge ot t»ur exposure to yen-d<»llar currency liuctuations 
resulting from our significant yen-b.ised royalty from SP). We do 
not leverage the instruments we ludd, and we hold the instruments 
for pur|>oses other than tr.iding. In the normal course of business, 
we also face risks that are either nontlnanci.il or nonquaniiflable, 
such as countr)' risk, credit risk and legal risk, and we have not 
.tddrc*ssed these risks in this discussion. 

Interest-Rate Risk Mana$ement 

As of DecemlxT 31, 2004, approximately 20.4% of our debt 
contained floating rates that will lx- impacted by changes in interest 
rates. T he weighied-aver,ige interest rate for such debt was 2.4% for 
the year endcxl Decembc*r 31. 2(H)4. .is compared to 3.3% tor the 
year ended DecemlxT 31, 2003. 

T he following table provides descriptions, principal cash flows by 
maturity date and the related estimated average interest rates ot the 
Hoating-rate financial instruments we held at Decemlx*r 31, 2004. 


(IhilLirs tri 

Ploating-rate financial instrument; 
Ciommercial papenn 
(Capital lease-VC!C')\r equipment 
Average interest rate: 

C'ommercial paper 

C.'apital lcase-V'(X)M ‘ equipment 


lair 

20f)S 200O 200" 200H 2000 I hercafter l.ual Value 


SSI $ — 

$8 $ 8 

3.3% 4.1% 

4.S% S.3% 


$ — $ — 

$8 $ 10 

4.6% S.0% 

S.8% 6.2% 


$— $216 

$ — $ — 

S.O’io S.0% 


$26" $267 

$ 34 $ 34 

4.S% 

S.S% 


01 Sre ’— l.ujutdtty anti (apttal Hewurcts — i.ontraituai Ohltf^anum and ( omnirn tal ( nrnniirmrnt — I ong term Prht 
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Management’s Discussion and Analysis of 
Financial Condition and Results of Operations 


Forei$n-Exchan$e Risk Management 

Our million of royaliv income in 20(H was impacied by 

Hiicuiaiirii; exchange rares. Approximately 39% of such nyvahies 
were from area license agreements with SHJ. By using our SIJ 
rovaltv to service the principal and interest payments on our yen 
loans, we have an economic hedge against Huctuations m the 
lapanese yen to U.S. dollar exchange rate. Although SFAS No. 133, 
‘'Accounting tor Oerivarive Instruments and Hedging ActiviiieN.' 
nullified the hedge accounting treatment we were applying to the 
Sh.) rovaltv and our yen-denominated loans, our economic hedge 
against changes in the Japanese yen to U.S. dollar exchange rate 
remains in place. We adjust the balance of the yen loans at each 
reporting date to reflect the current Japanese yen to U.S. dollar 
exchange rate, and the resulting foreign currency exchange gain or 
loss is recognized in carningv. Rased on our yen-denominated debt 
balance as of Decemher 31. a one-point increase or decrease 

in the lapanese yen to LhS. dollar exchange rate would result in an 
increa.se or decrea.se in pretax earnings of approximately Si.3 
million. See “—Critical Accounting Policies and Estimates—Yen 
l.oans’* and Notes 1 and 10 to the accompanying consolidated 
financial statements. 

In addition, we are exposed to Ructuating exchange rates on ihe 
portion of our royalties earned in foreign currencies that are not 
attrihutahle to our licen.se agreement with SEJ, hut we do not 
believe future risk is material based on current estimates. We also 
have certain wholly or partially owned foreign subsidiaries and are 
susceptihle to exchange-rate risk on earnings from these subsidiaries; 
based on current estimates, however, we do not consider future 
foreign-exchange risk to be material. 


Equity-Price Risk Management 

We hold equity securities of other companies. We classify these 
securities as available tor sale and carry them on our consolidated 
balance sheet at fair value. .At December 31, 20(14. we held shares 
of Affiliated Computer Services, Inc. common stock (the “AC..S 
shares"), which had no cost basis but had a fail! value of SI02.332. 
We obtained the ACS shares in 1988 as part of our mainframe 
data processing contract with AC,S. .At ihaC time, .AC S was a 
privately held start-up company. Accordingly, ihi^ stock was valued 
w ith m^ cost. i 

Cdianges in fair value are recognized as other comprehensive 
earnings, net of tax. as a separate component of shareholders’ equity-. 
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Consolidated Balance Sheets 


December 31 

2(H)3 

2004 

(Dollars m thiu\aitti\. ex% ef*t \hare data > 

Hntatfii 


ASSETS 



(*urrciu assets 



C'ash and cash ci|uivaleius 

S PM).SI3 

% 76,214 

Acciuinis receivable, net 


187,731 

Inventories 

2^9.130 

286,063 

(Ollier current assets 

lb2,H47 

182,334 

Potal current assets 

■^KS.')S4 

732,362 

Property and equipment, net 

2,3*>S.662 

2,293,147 

(ioodwill and other intangible assets, net 

140.412 

173,649 

Other assets, net 

128,371 

1 10,968 

Itnal assets 

S3.4S().62‘> 

$3,312,126 

LIABILITIES AND SHAREHOLDERS' EQUITY 

(airrent liabilities 



Trade accounts payable 

S 270,747 

S 333,380 

Accrued expenses and other liabilities 

S-’O.lHl 

646,177 

C!ommercial paper 

— 

31,*400 

Long-term debt clue within one year 

30.828 

40,370 

lotal current liabilities 

880,736 

1,0:^3,327 

Helerred credits and other liabilities 

420.‘^64 

438,408 

Senior Subordinated Notes due to SHJ 

400.000 

400,000 

i^ther long-term debt 

1.033,400 

334,610 

Minority Interest 

82.028 

81,320 

(amvenible quarterly income debt securities 

C!otnmitments and contingencies 

Sharehi>lders’ equity 

300,000 

300.000 

Prelerrcd stock, S.Ol par value; S.OOO.OOO shares authorized, no shares issued and outstanding 
(Common stock, S.()()() 1 par value; 1 .()()0.()(H),00() shares authorized; 1 1 I.H34,202 and 

— 

— 

1 I.L''3S,S26 shares issued and outstanding 

1 1 

1 1 

Additional capital 

1,231.428 

1,277,833 

Accumulated deficit 

(034.444) 

(83^,938) 

Unearned compensation 

(706) 

(1,488) 

Accumulated other comprehensive earnings 

13.302 

26,041 

Total shareholders' equity 

331.301 

464,461 

Total liabilities and shareholders' equity 


$3,312,126 


Sre notfi to i onsoltdatrti ftnam tal ttatemrnts. 
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Consolidated Statements of Earnings 


Years Ended December 31 

2002 

2003 

2004 

'jyolLtn tn (hotnijutis, cXLcpl ptr-fhiirc rlittii ■ 

RariUt'd 

Rcstuicd 


REVENUES 

McrchanJist* sales 

$6,983,241 

S 7.3'^5.1"9 

S ■•,893,059 

Ciasolinc sales 

2.^44.""76 

3,355,138 

4,227,907 

Net sales 

728,01" 

l(i.'^30,3l" 

12,120,966 

Other income 

102,816 

‘)6.‘)02 

125,11" 

Itital revenues 

9,830.833 

]0,K2'’.2~O 

1 2,246,083 

COSTS AND EXPENSES 

Mercharulise cost of goods sold 

4.526,1^0 

4.7”6,2"4 

5,079,616 

Cias(»line cost of goods sold 

2,491,661 

3,029.925 

3,885,529 

Idtal cost of goods sold 

”.(11 ".831 

".806,199 

8,965,145 

Operating, selling, general and administrative expenses 

2,642.34 1 

2,806.316 

3,04,5,525 

Interest expense, net 

”1.2"6 

76,896 

64,898 

Total costs and expenses 

9.“3 1.448 

10,689,411 

12,073,568 

I.ARNINCiS 1 W1M CX)NTINUINC. OreRATK)NS BKRIRI INCC'i.MI, TAX 

I'.XIT.NSF AND CUMULATIVE LPLECT OI ACCTIUNTINi; CTIANC.l 

00.3S=' 

137.868 

172,515 

INCDMI- TAX EXPENSE 

.E0,754 

52,390 j 

64,018 

EARNINC.S EROM CONTINUINC ('IPERATIONS HEEORT CL MEM ATIVE 

EEEEcrE OE ACXXIUN LING CHANGE 

59,631 

85,478 

108.49~ 

uxss ON nisc:oN riNUF.n operations 

(net of tax benefit ol $13,237, $8,0()6 and $4,2^M .) 

(10. 

(13.161) 

(6,854) 

CL MIMAEIVE EEEECT OF ACCOUN l INC CHANl.E 

(net of tax benefit of Sl8,7S9, $6,$50 and $3,284) 

(28.139) 

(10,244) 

(5,137) 

NEl EARNINGS 

S 1 1.0.E'i 

S 62,073 

S 96,506 

NET EARNINGS PER COMMON SHARE 

Basic 

Elarnings from continuing operations before cumulative effect 

of accounting change 

$ .57 

S .80 

S .97 

Loss on disct)ntinued operations 

(.19) 

(.12) 

(.06) 

Cumulative effect of accounting change 

(.27) 

(.10) 

(.05) 

Net earnings 

$ .11 

S .38 

S .86 

Diluted 

E’arnings from continuing operations before cumulative effect 

of accounting change 

$ .55 

$ .”5 

S .90 

l.(>ss on discontinued operations 

(.18) 

(.10) 

(.05) 

CTinnilative effect of accounting change 

(.25) 

(.08) 

(.04) 

Net earnings 

$ .12 

$ .57 

S .81 
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Consolidated Statements of Shareholders’ Equity 


Atvunuildtfvi i )ihc*t 

< .l•lnpIc'tu'nMV(' 
l- 4 inirnft <1 im) 



(.Comiiuin Stovk 


Accumulatctl 


1 'nreali/ed 

1 oirign 




Par 

Addition.il 

Tamings 

1 ’nearned 

t tains 

Current.v 

M».irehol<leis 


.Shares 

Value 

t apiial 

(iVtkiil 

1 oinpenv.inon 

(1 osscsJ 

Iraiislaiioii 

Ts|iiii> 

f/WA/r< anti ihare% in thouuinih) 









Balance al December 31,2001. as 
previously reported 

( unuilativc crtcti til rcsiatcinent lor 

104.800 

$10 

$l.l(>(i.(»24 

$(I.(MI2.884) 

$ 

$(l.'’$l) 

$(0.$24) 

$I$2.47$ 

least* accounting; (see Note I) 




($.2(»H) 




($.208) 

Balance at December 31,2001. as restated 

104.800 

10 

1.I(»().(>24 

II.008.1 $2) 

_ 

ll.■'$l) 

(••.S2')) 

(14'’.207) 

Net earninp. as restated 

Other coinpreheiiMve earmnp (It)ss); 




11.04$ 




1 1.04$ 

I'nreuli/ed loss on equity securities 
(net of {S4*» delerretl taxes) 
KeclassiHcaiion adiustnu nts tor gains 






U^O) 


(270) 

included in net earnings (net ot 

S1.1 ‘)S deterred taxes) 






(1.812) 


(1.8I2) 

lhireaJi/.cd gain related to interest rate 









swap (net ot S34(> deterred taxes) 






02 


02 

I'oreign currency translation 







(’V.) 

I2$0) 

Total tnher comprehensive loss 








12.2401 

Comprehensive earnings 








0.480 

linear lied compensation 





(1.0(>8) 



11.008) 

Issuance ot stock 

U>S 


I.$$8 





I.$$8 

Balance al December 31,2002, as restated 

104,0-^ 

10 

1.108.182 


11.008) 

(4."4l) 

10,780) 

l$*".080 

Net earnings, as n*siated 

Other comprehensive earnings (loss): 




(>2.(r3 




(>2.074 

Unrcali/ed gain on equity securities 
(net ot $42 delerred taxes) 
Reclassitication adjustments tor gains 






18 


18 

included in net earnings (net ot 
deterred taxes) 






(1.108) 


(1.108I 

I'nreali/ed gain lelated to interest rate 
swap (net ot $$,404 deferred taxes) 

Lhirealized loss related to henclit plan 






o.sos 


(>.$()$ 

(net of ($1 $(>) deterred taxes) 






1244) 


1244) 

l oreign currency translatum 







24.842 

24.842 

Total other comprehensive earnings 








28.014 

(Comprehensive earnings 








00.080 

Unearned com(K'ns,ition 








> 

lOOK Ql ins cxMiversiim to srock 

(».$02 

1 

"^*».(»02 





70.(,04 

Issuance ot stock 

4$$ 


4.$$4 





V$$4 

Balance al December 31.2003, as restated 

111.844 

1) 

1.2$ 1.428 

(044.444) 

I ^001 

1.440 

14.0$2 

HI.$01 

Net earnings, as restated 

Other comprehensist earnings (loss): 




00.$rM» 




00. $00 

Unre.ih/ed lt»ss on equits securities 
(net of ($24) deferred taxes) 
Keclas\iticaiion .uljustments lor losses 






(4“^1 


(.H) 

included in net earnings (net ot 
$ 1.1 “*2 deterred taxes) 






(1.844) 


II.8VI) 

Unreali/ed gain related to interest rate 
swap (net t>l $44H deterred taxes) 
Unreali/ed loss related to l>cnctit plan 






48(» 


^8(> 

(net of ($228) deferred taxes) 






(4$“') 


(4$7) 

Torcign curreiicT translation 







12.40) 

12.401 

Total other comprehensive earnings 








I0.(»40 

i aimprehensive earnings 








10"*.I$$ 

Unearned conipensaiion 





1002) 



((>02) 

Issuance ot stock 

1.00$ 


2().40'' 





2(>.407 

Balance at December 31.200*4 

113,‘^40 

Sll 

SI,2^,84$ 

$ (84^,048) 

S( 1,488) 

S ($02) 

S26,$44 

S4(»4,40I 


See notes to Komohdotetl /inut:,i,t/ Hittementi 
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Consolidated Statements of Cash Flows 


Years Ended December 31 

2002 

2003 


ttt th^tu^,lnds! 

ficitiitai 

kr-utfd 


CASH FLOWS FROM OPERATING ACTIVITIES 




Nci L*arirmi;s 

S Il.b3=i 

S 62.(D3 

S 46,506 

Adiiisinicms to rca»iKilc- net earnings to net cash provided b\' operating activities: 




C ainuilative effect of accounting change 

28.1.V) 

1 0,244 

SJ3'’ 

nepreciation and amortization of property and ec|nipnieni 

28iri0 

310.16S 

.3,166 

Other amorti/aimn 

3AS 

220 

123 

Deferred income taxes 

Diet 13 

24.IS7 

8,402 

Noncash interest expense 

1.242 

182 

1,424 

l oreign currency net conversion loss 

14.430 

1 1.002 

6,326 

(Oilier noncash (income) expense 

(■^44) 

S,1 14 

5,664 

Ciain on debt redemption 

— 

(10,4SS|f 

— 

Net loss on disposal ol property and ec]uipmeni 

2S,()8S 

13 . 144 I 

5,884 

(Increase) decrease in accounts receivable 

(32,1%) 

32.~2l> 

(36,353) 

(Increase) decrease in inventoricN 

I14.S16) 

■^.3-12; 

(6,433) 

Decrease (increase) in other assetsS 

\MU 

H l.333i) 

(U,451) 

Increase in trade accounts payable and other liabilities 

lh0.~3'’ 

SO,4S2 

1 54,206 

Net cash providcil by operating actisities 

44-.33(> 

S3>,06“' 

554,616 

CASH FLOWS FROM INVESTING ACTIVITIES 




Payments tor purchase of pn^perrv and equipment 

(42ri,SH3) 

(338.S81,) 

(312,318) 

Proceeds frrmi sale (d prtipertv and equipment 

10,^ IS 

16,630 

124,486 

Proceeds from sale of domestic securities 

2.446 

1.484 

2,445 

Restricted cash 

{.r,i47) 

(16,110) 

(3,041) 

Acquisition ol a business 

— 


(44,743) 

Other 

(4lS) 

40 

40 

Net cash used in investing aciisiiies 

(444.63^) 

(33^,48.p 

(2 2",081) 

CASH FLOWS FROM FINANCING ACTIVITIES 




Proceeds from commercial paper and revolving credit laviliiies 

S.8S3."S'' 

S.1()4,5(>8 

5,6^5,145 

Payments under commercial paper and resolving credii faciliiies 

(>,848.644) 

(S,26l .ri6l 

(5,“’26,634) 

Proceeds frtim issuance of long-term debt 

— 

tOO.OOl) 

— 

Principal payments under long-term debt agreements 

(40.831) 

(400,213) 

(404,224) 

(l)ecrease) increase in outstanding checks in excess of cash in bank 

(20.63'") 

14.3S(I 

(15,465) 

Net proceeds from issuance of common sii>ck 

SI 

3.1)^^ 

24,444 

I’Jiher 

(434) 

(421 

C^OO) 

Net cash used in financing activities 

(S’.2'I3I 

(1 ^S.fOO) 

(446,8.34) 

M-r iniCRK/VSi:) INC KI ASI in C ami XNOC ash I Ql ixai fnis 

(4.S44) 

63.884 

(1 14,244) 

C ASH ANI>c:ASH I C^IIIVAI FN IS AI HH.INNINC, Ol VI AR 

131.218 

126.624 

140,513 

( AMI AND CASH bgi’IVAl KN IN Al 1 NDOf M AK 

S 126.624 

S 140.SI3 

$ **6,214 

RELATED DISCLOSURES FOR CASH FLOW REPORTING 




Interest paid (including cafnialized interest), excluding .NPAS No. 1 A Interest 

S (64.64 1) 

S (■’()6()4) 

S 162,151) 

Net income taxes refunded (paid) 

S 13.60« 

S I13J2S) 

S (62,:'85) 

Assets obtained by entering into capital leases and other debt arrangements 

S 42,S36 

S S1 ,S80 

S 12,124 

Yen loan principal and interest payments from restricted cash 

S (42,.^) 

5 . (1 ( 1 , 1 'Mil 

S (17,660) 

l‘)98 (.JL’IDS conversion to common sii^ck 

^ — 

S (■'>),V)‘)3) 

5 — 


Srr note> to iomoliHattd ftthtth tiil ^t^^tt■*^:^'nt) 
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Notes to Consolidated Financial Statements 


NOTE 1: ACCOUNTING POLICIES 

Principles of Consolidation - ■^-hlcvcn, Inc. .ind its subsidiaries 
(“the (A)mpany”) is 73J7% owned by Seven-Eleven Japan Co., 
Eld. (“SEj") and its affiliate lYG Holding Cximpanv (“IYCj”) (see 
Note 21), SEj is a majority-owned subsidiary <if Ito-Yokado Co., 
l td. (“lY”). The (Company and its franchisees operate approxi¬ 
mately S.HDO 7-ELEVEN' and other convenience stores in the 
United States and C!anada. Area licensees, or their tranchisccs. and 
affiliates operate approximately 22.000 additional ’’-El EVEN' 
convenience stores in certain areas ol the United Stales, in 1 S other 
countries and in the U.S. territories ot Guam and Puerto Rico. 

The consolidated financial statements include the accounts ot 
7 Eleven. Inc., its subsidiaries .and tranchisees (see Note 2). 
Intercompany transactions and account balances are eliminated, 
e'ertain prior-year amounts have been rccUssirted to conform it) the 
current-year presentation. S.ilcs by stores operates! under domestic and 
foreign area license agreements are not included in cf>nsolidatc*d 
revenues. .Ml fc*cs rir royalties arising from these agreements are included 
in other income. Initial k*es, which have been immateri.iJ, arc recog- 
ni/x*d when the services rc*quired under the agreements are performed. 

The Gompany adopted the provisions of Financial .Accounting 
Standards Board (“f ASB’ ) Interpretation No. 46. “Gonsolidation 
of Variable Interest Entities - an Interpretation of ARB No. 51,” 
(“MN 46") as of July 1, 2003, and the subsequent revision to FIN 
46 ("FIN 46R") as of January 1, 2004. Prior to the issuance of FIN 
46. the criteria for consolidation were prescribed by Accounting 
Research Bulletin No. 51, "Gonsolidaied Financial Statements.” 
and were principally based on control through ownership of voting 
interests. As defined by FIN 46R. the Gompany’s franchi.sees are 
independent contractors in whom the C'ompany is deemed to have 
a controlling financial interest. Accordingly, as a result of adopting 
FIN 46 and FIN 46R. the C'ompany has included the assets, liabil¬ 
ities, equity and results of operations of its franchise su)res in its 
consolidated financial staictnents (see Note 2). Prior-year presenta¬ 
tions of the financial po.siiion, results of operations and cash Hows 
of these stores have been reclaicsiHed to conform to the current-year 
con.solidation presentation. In addition, as a result of .idopting FIN 
46. the consolidated financial statements as of December 31.2003. 
include the accounts of certain variable interest entities (“VIFa;”). 
I hese VTEs were subsequently dissolved effective C^ctolier 8. 2004, 
when the Gompany terminated certain of its lease facilities (.see 
Notes 10 and 13). 


The preparation of financial statements in conformity with gener¬ 
ally accepted accounting principles requires man,igement to make 
estimates that affiect the reported amounts of assets and liabilities 
and disclosure of contingent a.vsets and liabilities at the date of the 
financial statements and revenues and ex|H*nscs during the reporting 
period. Such estimates are based on historical experience and on 
various other assumptions that the Camipany Inrlieves to be rc.i.son- 
able under the circumstances. Fhe results of these estimates form 
the basis of the Camipany’s judgments about the carrying values of 
assets and liabilities that are not re.idily apparent frtim other sources. 
.Actual results may differ from these estimates under different 
assumptions or conditions. 

Restatement of Preoiously Issued Financial Statements - In 
connection with the December 31, 2004. year-end reporting, the 
C!ompany reviewed its lease accounting and lea.sehold depreciation 
policies and determined it was appropriate to restate its previously 
issued financial statements. Historically, the Ciompany had Ix'en 
amortizing certain lc,Lsehold improvements on o|HTating lea.ses over 
peritnls that extended beyond the term of the lease. The ( .ompany 
has revised its acctiunting and rc*stated its previously issued financial 
statements to adjust the amonization expense of certain of its lease¬ 
hold improvements to be the shorter of the economic useful life or 
the lease term as defined by Statement «)f Financial Accounting 
Standard (“SEAS”) No. 13. “Accounting for Leases.” 

As a rc*sult of the restatements above, the (!ompany has recorded 
increa.ses of SI.*) million and S3.3 million to operating, selling, 
general and administrative (“OSCi&A") cx|>ense fi)r the years ended 
DeccmluT 31. 2002 and 2003. respectively. I he effects of these 
restatements were as follows: 
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Notes to Consolidated Financial Statements 


ilhtHnr* in tluthunul*, fXtU'pt /»«*»• itutre tiuut- 

An ot Dtvcmhcr 31: 

Property and cc|uipment. net 
(')iher assets 
lotal assets 

Accrued expenses and other liahiliiies 
nderred credits and other liabilities 
Accumulated dehcii 
lotal shareholders' equity 
lotal liabilities and shareholders equin* 

Years tnded December 31: 

C3SCi&:A 

Karnings from continuing operations before income tax expense 
and cumulative elleci of accounting change 
Income tax expense 

Harnings from continuing operations before cumulative effect 
of accounting change 
Net earnings 
Basic KPS 
Diluted KPS 

These restatements had no impact on the Ca^mpany's cash Hows 
from operating, investing, and financing activities. In addition, ilie 
company has reduced its opening shareholders’ equity balance by 
$5.3 million as of December 31, 2f)01. 

Operating Segment - The C ompany operates in a single operating 
segment — the operating, franchising and licensing of convenience 
food stores, primarily under the "-KKKVKN name. 

The Company does not rely t>n any major customers as a source of 
revenue. Kxcludmgarea license royalties, which are included in other 
income as noted abi>ve, the Company s operations are concentrated 
in the Ihiited States and C'anada. Net s,iles from Qinadian opera¬ 
tions approximated 8% of the ( a>mpanys total net sales for the years 
ended December 31,2()()2, 2003 and 20(H. Approximately and 
7% of the C<»mpany's long-lived assets for the years ended December 
31, 2003 and 2004. respectively, are hK.ited in (Canada. 

fteuenues - Revenues from the Cxmipany’s two major pnuluci 
categories, merchandise and gasoline, are recognized at the point of 
sale. Based on the total dollar volume of store purchases, manage¬ 
ment estimates that the percentages of its convenience sttire 
merchandise sales by principal product categor) for the last three 
years were as follows: 


20(12 

2(j03 

Impair of* 

Rcsiatcmem .As Restated 

Imp.ict pf 

Restatement As Restated 


$ 

$ 

$(13,804) 

$2,.V)5.662 



566 

128.5-^1 



(13.23S) 

3.45().(,29 



(30) 

5^0,181 



(4,7r) 

420,"64 

(0.-4IO) 

(‘)%,5l7i 

18.4311 

(934,444) 

(6.410) 

1 5*^,086 

( 8.431 ) 

331.591 



(13.238) 

3 . 4 50.029 

S 1.403 

$ 2,642,.M1 

$ 3.259 

$2,806,316 

(1,403) 

94,385 

(3,259) 

13^.868 

("61) 

39,‘’5-i 

(1.238) 

52,390 

(1,142) 

59.631 

(2,021) 


(1,142) 

11,635 

(2,021) 

62,0~3 

{(1.01) 

0.11 

(0.02) 

0.58 

(0.01) 

0.12 

(0,01) 

O.S"" 

Product Categories 



Years Ended December 31 

20«)2 2003 

2004 

Tobacco 


28.1% 29.4'‘'ii 

29.1% 

Beverages 


23.0% 23.1% 

23.5% 

Beer/Wine 


11.2%> 1 1 

n.2% 

Candy/Snacks 


10.9% 10.5«o 

10 . 0 % 

Non-hoods 



6.9% 

Fresh hoifds 


6.^% ■^.2‘^o 

“*.7% 

Dairy- 


4.5'^o 4.4'Hi 

4.4% 

Other 


4.6% 3.6'‘i» 

3.5% 

Total I’roducT Sales 

96.6‘'t. 96.6‘H> 

96.3% 

Services 


3 . 4 % 3 . 4 % 

3.7% 

Total Mcrch. 

andi.se Sale.s 

100.0% 100.0% 

100 . 0 % 

.Services include lottery, ATM. 

prepaid caids and 1 

ntmey nrder 

senice fees/com missions for wl 

hich there .ire liirlc, 

if any. costs 


included in merchandise cost of goods sold. 

Other Income - Other income is primarily area license royalties, 
franchise lee income and Vcom fee.s. Area licen.se royalties, which 
are recognized as revenue when earned, were $71.(i million. 
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SS2.() million and SSS.S million and include amounts from area 
license agreements with Sh) ot $43-2 million, S20.1 million and 
$22.^ million lor the years ended December 31. 2tl02. 2003 and 
2004, respectively. Beginning in August 2002, rovaln- payments 
Iron) bl j were reduced by approximately 70% in accordance with 
the terms ol the license agreement. 

In 2004, the Cannpany began using a new Iranchise agreement with 
a term ol IS years (see Note 2). I he C'ompany oOered the new 
•igreement to all existing iranchisees, even il the Iranchisee’s current 
agreement had not yet expired, and t(» all new franchisees. I’nder 
both the lormer agreement and the new agreement, the initial Iran¬ 
chise lees are generally calculated based on gross proHt dollar 
experience lor the store or market area. I hese lees cover certain costs 
including training, an allowance lor lodging lor the trainees and 
other ct)sts relating to the franchising ol the store. Initial franchise 
lees recognized in earnings were S20.0 million, SP.O million and 
$2^.1 million lor the years ended December 31. 2002, 2003 and 
2004. respectively. 

I hc C.ompany has a program in place to linance the Iranchise lee 
lor a qualilying franchisee. The C.ompany defers the recognition of 
lees that it dties not linance until its obligations under the agree¬ 
ment are C(»mpleted and a 00-day franchisee termination and 
refund period has passed. Franchise fees that are Hnanced by the 
(Company are recognized in income as payments arc received from 
the franchisee (after the 00-day period). 

1 he (aniipany delers the recognition ol proceeds received in 
advance ol satislying revenue recognition criteria. These funds, 
which primarily relate to lc*es received Irom Vcom partners, are 
recognized .is rc*venue when earned, as specihed by the substance of 
the applicable agreement. The C'ompany recognized $3.0 million of 
such lees as an oftset to costs associated with V'ClOiVD in OSCi&A 
expense in 2002: no lees were ollsci in this manner in 2003 and 
2004. The CCompany recognized $3.7 million. $20.8 million and 
$32.S million ol fees in other income in 2002. 2003 and 2004, 
respectively (see .\’otcs 8 and 0). 

In 2004. the Camipany and two of its V'eom partners mutually 
agreed to terminate their relationships. One ol these partners has 
been replaced with another check-cashing partner. Included in the 
amount recognized in other income above for the year ended 
December 31, 2004. was $10.8 million that resulted from the 
iermin.itit)n ol these relationships. These hinds were related to the 
Caimpany’s Vcom agreements with its former partners and were 
being delerred and recognized as income when earned, .is specified 
by the siibsiance of the applicable agreement. The C'ompany does 
not recognize proceeds it receives until the applicable revenue 


recognituni criteria have been satisfied. Because the relationships 
were terminated, and the Clompany has no liirther obligations 
under the agrtx-ments. rec«>gnition of the inctime was accelerated. 

Cost of Goods Sold - Merchandise cost ol g<K>ds sold includes the 
costs ol products sold, merchandise write-olTs, puKluct short.iges and 
the impact of LIFC) on the U..S. company-operated stores’ merchan¬ 
dise inventory. Cjasoline cost ol g<H)ds sold includes the cost of luel 
sold, customer drive-oils, inventory' shrinkage and the impact <d 
TITO on the U.S. company-operated stores’ g.is<iline inventory. 

Operating, Selling, General and Admm/sfraftue Expenses - C)S( I&A 
cx[>ensc* includes occupancy exj>en.st*s, employee com|H*nsati<in, data 
processing, insurance, professional fees, legal settlements, environ¬ 
mental costs, loreign currency gains and losses and other corporate 
expenses. .Advertising costs, also mcluded in (.).SCi&:A, generally are 
charged to expense as incurred and were $38.9 million. $44.9 
million and $32.3 million for the years ended December 31. 2(M)2. 
2(103 atid 2004, respectively. 

The presentation of the con.s<ilidated siatctnents of eartiings changed 
.xs a result ol the .idoprion ol FIN 4bK in 2004. The historically 
reported Iranchisee gross profit expense was eliminated and is ntnv 
included iti C)SC'fA:A expense. The primary com|xinents ol ()S( ttkA 
cxjxMisc* for franchised stores are payroll-related itenis, insurance and 
business taxes. The net earnings <ir loss ol Iranchived stores is 
included in OSG&zX because it represents owner cotnpensation. 

Interest Expense - Interest expense is net ol interest income and 
capitalized interest. Interest income w.is $3.1 million. $2.6 million 
and $1.3 million, and capitalized interest w'as $3.8 million. $4.4 
million and $1.8 million for the years ended December 31. 2002, 
2003 and 2004. respectively. 

Income Taxes - Income ta.xes are determined using the liability 
method, where delerred tax .xssets and liabilities are recognized lor 
temporary dillerences between the tax basis of assets and liabilities 
and their reported amounts in the financial statements. Delerred tax 
assets include tax carrylorwarcTs and are reduced by a valuation 
allowance if, based on available evidence, it is more likely than not 
that some portion or all ol the delerred tax assets will not be 
realized. 

Cash and Cash Equivalents - The C!ompany considers all highly 
lic]uid investment instruments purchased with original maturities ol 
three months or less to be cash equivalents, (’ash and cash cijuiva 
Icnts include tenqxirary ^.ash investments ol $1 1.1 million and $ 1 
million at December 31.2003 and 2004, respectively, stated at cost, 
which approximates market. 
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rhc Company utilizes a cash-manai;cmcni system under which a 
hook c«Lsh overdrah exists tor the Company’s primar\' dishursemeni 
accounts. I hese overdrafts represent uncleared checks in excess ot 
cash balances in bank accounts at the end o^ the reporting period. 
The Companv transfers cash on an as-needed basis to fund clearing 
checks (see Note S). 

Inventories - Inventories are stated at the lower ot cost or marker. 
C^osi is generally determined by the I ll'C method tor Company- 
operated .stores in the United States and by the MbC^ method h)t 
stores in Cvanada and tor stores operated by tranchi.sees. Although 
the L1FC'> method generally matches the most recent product cost 
with related revenues, decreases m inventory quantities can result in 
a liquidation of 1.1 FO inventory layers recorded at costs that are 
lower than the current costs, which could lower cost ot goods sold 
and increa.se pr<itit margins (.see Note 4). 

Allowance for Doubtful Accounts - Fhe Company maintains an 
allowance for doubtful accounts for estimated losses resulting from 
the inability of third parties to make required payments. These 
amounts are primarily generated from accounts related to rent, 
note.s receivable, casualty lo.sses and environmental reimbursements. 
Management analv'-zes the collectibility of accounts receivable 
balances and records an allowance when it becomes apparent ihai 
amounts due may not be collected. 

Allowances and Credits from Vendors -- The Company receives 
various types of allowances and credits from vendors which prima¬ 
rily include cigarette buv-downs, display allowances and billback 
allowance.s. Fhese are recorded as a reduction to merchandise in^ en- 
lorv costs. 'Fhe C-ompatty also receives co-op advertising allowances, 
which are offset against advertising expense in O.SCi&A as incurred. 
C'o-op advertising allowances received for the years ended 
December .^l, 2002, 200.^ and 2004, were $24.1 million, SIO."" 
million and Slb.”^ million, respectively. 

Depreciation and Amortization - Depreciation of property and 
equipment is based on the estimated u.scful lives of these a.s.sets using 
the .straight-line method. Acquisition and development costs for 
significant busine.s.s sv.stems and related software for internal use are 
capiiali/ed and are depreciated or amortized on a straight-line basis. 
Included in depreciation and anuirtization of propern- and equip¬ 
ment in the accompanying con.solidaied statements of cash Hows is 
software amortization expense of $.V).2 million, $49.^ million and 
$*79.4 million for the years ended December .M, 2002, 200.^ and 
2004, respectively. Amorri/jti{)n of capital lease a.s.sets and associ¬ 
ated leasehold improvements is based on the lea.se term or the 
estimated useful life, w hichever is shorter. .Amortization of leasehold 


improvements on operating lea.ses is based onj the shorter of the 
economic useful life or the lease term. 

Fhe following table summarizes the years ovtfr which significant 
assets are generally depreciated or amortized: 


Years 

Buildings d’S 

Leasehold improvement.s to 2f) 

F.quipment 3 to IH 

Software 3 to 

Store Closin$s and Asset Impairment - The (Company writes 
dow n property .and equipment of stores it is clobng to estimated net 
realizable value ai the time ntanagemeni commits to a plan to close 
.such stores and begins to actively market the si|ore. II the stores are 
leased, the (Company accrues for related lutunf e.stimaied rent and 
other expenses il the expenses are expected ^o exceed estimated 
sublease rental income. 'I'he Company adoptW the provisions of 
SF.AS No. 146, “Accounting for Costs .AsstKiated w ith Lxit or Disposal 
.Activities.” effective January 1, 20().T and a.s; a result, for lea.sed 
stores, the Ciompany accrues for related futur<t estimated rent and 
other expen.ses at the time the store ceases operktion.s if the expenses 
are expected to exceed estimated sublease rental income. Prior to 
2003, the Company accrued for related liiturjr estimated rent and 
luher expenses w hen it commuted to a plan to close the sttjres. 1 he 
CT)mpany bases the estimated net realizable v^lue ot property and 
equipment on its experience in utilizing and/ol- disp<»sing ot similar 
assets and on estimates provided by its own aijd/or third-party real 
estate experts. The Company also iLses its experience in subleasing 
similar property to estimate future sublease inctome. 

The results of operations of certain owned .^d leased stores are 
presented as discontinued operations in the ac(companying consoli¬ 
dated statements of earnings in accordance wtith the provision.s of 
SFAS No. 144, "Accounting for the Impairment or Disposal of Long- 
Lived Assets,” (sec Note 6). The results of operations of owned stores 
are pre.sentcd as discontinued operations beginning In the quarter in 
which management commits to a plan to close the related store and 
activelv markets the store. The results of operations of a leased store 
are presented .cs discontinued operations Lsegintiing in the quarter in 
which the related store ceases operations. I he results oL operations 
include related writedowns of stores to estimated net realizable value 
and accruals for future esumated rent and other expenses in exce.vs of 
estimated sublease rental income. 'I*he Company does not allocate 
interest expense to discontinued operations. 
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I he Company's long-lived assets are reviewed for impairment 
and written down to lair value whenever events or changes in 
circumstances indicate that the carrying value may not be recov¬ 
erable. In addiiit)n» the ('ompany also conducts an annual 
impairment test of its goodwill and intangible assets with indefi¬ 
nite lives in accordance with the provisions of SFAS No. 142. 
“Cioodwill and Other Intangible Assets’* (see Note 7). I'he 
impairment test lor goodwill is comprised of two steps. Step one 
compares the lair value of the reporting unit with its carrying 
amount, including goodwill. It the carrying amount exceeds the 
fair value, then goodwill is impaired and step two is required to 
measure the amount of impairment loss. Step two compares the 
implied lair value of the reporting unit's goodwill with the 
carrying amount of that goodwill. If the carrying amount is 
greater than the implied lair value of the goodwill, an impairment 
loss is recogni/ed lor the excess. 

I he impairment tc,st lor intangible assets with indefinite lives 
consists of a comparison i>f the fair value of the intangible asset w ith 
its carrying amount. Fair value is determined by calculating the 
present value of future estimated revenues. If the carrying amount 
ol the intangible asset exceeds its fair value, an impairment lo.vs is 
recognized for the excess. 

Asset Retirement Obligations - The Camipany records an esti¬ 
mated liability lor the future cost to remove an underground storage 
tank in accordance with the provisions of SFAS No. 143. “Asset 
Retirement Obligations.” and recognizes the cost over the esti¬ 
mated useful life of the storage tank (see Note 9). A liability for the 
fair value of an asset retirement obligation with a corresponding 
increase to the carrying value of the related long-lived asset is 
recorded at the time an underground storage tank is installed. I he 
Oompanv amoiti/es the amount added to property and equipment 
and recognizes accretion expense in connection with the 
discounted liability over the estimated remaining life of the respec¬ 
tive underground sti>rage tank. 

Equity-Based Compensation - T he 199^ Stock Incentive Plan 
(the “Stock Incentive Plan”) provides for the granting of sttK'k 
options, stock appreciation rights, performance shares, restricted 
stock, restricted stock units, bonus stock and other forms of siock- 
ba.sed awards and authorizes the issuance of up to 11.2 million 
shares over a lO-year period to certain key employee's and officers 
ol the Cxmip.inv (see Note 16). As of necember 31. 20(14. 1.3 
million shares were available for future issuance under the Stovk 
Incentive Plan. 


All options granted in 2002. 2003 and 2004 were granted at 
exercise prices that were equal to the lair market v.ilues on the date 
ol grant. I’he options granted m 2002 and 2003 vest annually In 
five equal installments, and the options granted in 2004 vest 
annually in three equal installments, all Ix'gilining one year alter the 
grant date. Vested options are exercisable within 10 years of the 
grant date. 

rhe fair value of each option grant under the .Stock Incentive Plan 
is estimated on the date of grant using the Bkick-.Sc holes <iption- 
priemg model. I he following weightcd-aver.ige a.ssumptions were 
used for the options granted in the years ended HecemlKTr 31.2002 
and 2003, respectively: expected life of five years, no dividend yield, 
risk-free interest rates ol 4.67% and 2.6S% and expected volatility 
of 67.54% and 64.98%. For options granted m the year ended 
December 31. 2004. the following weighted-average assumptions 
were used; expected life of three years, no dividend yield, risk-free 
interest rate ol 2.28%, and expected volatility ol 46.30%. 

In 2003, the Ciompanv’s shareholders approved an amendment to 
the Stock (Compensation Plan lor Non-ICmployee Directors (the 
“Non-Fmplovcx* Directors Plan”), which permits the issuance ol 
stock options and restricted stock to the (Company's indc|H*ndeiit 
directors (.see Note Hi). LSider the amended Non-1 mployee 
Directors Plan, in .May 2003 and May 2004, the (Company granted 
stock options that were equal to the fair market values on the grant 
dates and restricted sttxk that may not lie sold or transferred until 
alter the director retires from the Board. 

The (Company has recognized no comjKrnsation expense lor its 
stock options as it is currently accounting lor Ixith the Stock 
Incentive Plan and the Non-FCmployee Directors Plan under the 
provisions ol Accounting Principles Board Opinion No. 25. 
“.Accounting lor Stock Issued to FCmployecs." II compensation 
exjx'iise had Ixen determined based on the fair value at the grant 
date lor awards under both these plans consistent with the methml 
prescribed by SFAS No. 123, “.Accounting lor Stock-Based 
CCompensation.” the CCCompany's net earnings and net earnings jHrr 
common share would have been reduced to the pro forma amounts 
indicated in the following table: 
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Years Ended December 31 

2002 

2003 

2004 

(Dollars, in thouuniAs, txitpt p^r-iharr Aural 

fieitateri 

Hefta \eA 


Net earnings as reported 

511,6.^5 

$62.0'"^ 

$ 96,506 

Add: Stock-based compensation expense included in reported net earnings, 

net of tax 

268 

1.742 

4,'747 

Less: Total stock-ba.sed compensation expense determined under the 

fair-value-based method for all stock-option awards, net of tax 

(4,42S) 

(0,-f39) 

(11,698) 

Pro forma net earnings 

$ -^,478 


$ 89,555 

Net earnings per common share as reported 

Basic 

S .11 

S .^8 

S .86 

nilutcil 

.12 

.37 

.81 

Pro forma net earnings per common share 

Basic 

S .07 

5 .54 

S .80 

Diluted 

.09 

.54 

.77 


KtVccrivc |ulv 1. 2()()S. rhe C'.ompaiiy will adopr the provisions ol 
SFAS No. 123K. ‘'Share-Based Payment.” which was issued in 
December 2004. and will modiK its accounting for stock options 
and other awards imder its Stock Incentive I’lan and its Ntm- 
Fanployee Directors IMan accordingly (see Note 20). 

Insurance - 1 he C!ompany has established self-insurance and 
predetermined deductible/retention programs to cover certain 
insurable risks consisting primarily of physical loss to property. 
busiiK’ss interruption, workers compensation and comprehensive 
general and automobile liability. 1 hird-partv- insurance coverage- 
above predetermined deductibles/retentions is obtained tor 
property and liability expc»sures a.s well as those risks recjuired to be 
insured by law or contract. Predetermined deducribles/reientions 
are generallv if!Sl)(), ()()() pc-r occurrence for each type of coverage 
with the exception of property damage, which is 5250, OOf) to Sl.f) 
millioti per occurrence based on the type of loss, [’rovisions tor 
Kisses expected under the Caimpany's insurance programs are 
recorded based on itidependent actuarial estimates of the aggregate 
liabilities for claims incurred. 

The Company has a varien- of self-insured plans for employee 
healthcare. Proiectecl equivalent rates and contributions for these 
self-insured plans are established annually by outside actuaries. 1 he 
C'ompanv does not maintain stop-loss coverage. Total claims, 
including large claims, are monitored on an annual basis to deter¬ 
mine the appropriateness of future stop-loss coverage. 

Enuironmental - The (Kmipany accrues lor the estimated future 
costs related to remediation activities at existing and previously 
operated gasoline storage sites and other operating and nonoper¬ 
ating properiies where releases ol regulated substances h.ive been 


detected. Estimates of the anticipated future costs for remediation 
activities at such sites are based on the Compahy's prior experience 
with remediation sites and consideration of factors such as the 
condition of the .site contamination, location of tank sites and expe¬ 
rience with contractors that perform environmental assessment and 
remediation work. The rcsene is determined on .i site-by-siie basis, 
and a liabilitv’ is recorcied for remediation jiciivities when it is 
probable that corrective action w'ill be taken jand the cost of the 
remediation activities can be reasonably estimaited. 

A portion of the environmental expenditures incurred for remedia¬ 
tion activities is eligible for reimbursement urider state trust funds 
.md reimbursement programs. These reimbursement claim.s repre¬ 
sent a firm and legally enforceable basis to recoier remediation costs 
from the various state programs. A receivable is recorded for esti¬ 
mated probable refunds when the related liability i.s recorded. 1 he 
amount of the receivable is based on the Company's historical 
collection experience with the specific state fund (or other state 
lunds), the financial status of the state fund and the C.ompanys 
priority ranking for reimbursement from the sijaie fund. I he receiv¬ 
able is discounted for amounts relating to remediatitin activities 
already ctimpleted (see Note 1^). 

NOTE 2: STORES OPERATED BY FRANCHISEES 

The results of operations of stores operated by franchisees are 
consolidated with the results of operations of ('ompany-operated 
stores (see Note 1). Merchandise sales ol stotes operated by fran¬ 
chisees are 54.03 billion, 54.32 billion and $4.60 billion Irom 
3,276, 3,33S and 3.422 stores for the years ended December 31. 
2002, 2003 and 2004. respectively. 
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In early 2(KM. the (\)mpany began implementing a neu IranchiNe 
agreement to replace agreements that were at or nearing expiraiion 
(see Note I). The new agreement revises the merchandise gross 
prohi split between the C’ompany and its franchisees (creating a 
SO/Sl) split between the (Company and the tianchisee) and provides 
tor an atlvertising tee to he paid by the franchisee to the C'ompanv 
lor certain advertising costs incurred by the Ca>mpany. In addition, 
the new agreement includes a reipiirement that, of the franchisees 
total purchases and cigarette purchases, a minimum percentage 
must be purchased Iroin the Company’s recommended veiid-.irs: 
otherwise, the ‘vD/SO merchandise gross profit split mav be 
adjusted. In the opinion ot management, implementation of the 
new agreement has not had a material adverse effect on the 
Caimpanys or the franchisees’ results «»i operations. .Xs of 
December 31.2l)(M, franchi.sc*es operating 3.231 stores, or approx¬ 
imately ot total franchised stores, had signed the new 

franchise agreement. 

I he Ciompanv’s 3(V'o share of the merchandise gross profit ot tr.in' 
chise stores is its ongoing rtwalty. which is charged to the franchisee 
lor the license to use the "'-Ideven operating svstem and trademarks, 
for the lease and use of the store premises and ccpiipment. and for 
ongoing services provided by the (Company. These services include 
financing, indemnification, bot>kkeeping. advertising, business 
counseling and i>ther services, fhe t'ornpany alsi> provides 
tinancing ot a franchisee's merchandise inventors and other oper¬ 
ating Items, which is collaicTalized bv the store inventorv and the 
tranchisee's receipts from store operations. The receipts are 
deposited in a hank acc«>unt belonging to the (.'ompany. The fran- 
chi.scx's share ot the merchandise gross profit is used by rhe 
franchisee to pay operaimg ex|X’nses of rhe franchisee's store. The 
(.ompany includes the franchisee's share ot gross profit in OSClilcA 
expense in the accompanying consolidated statements of earnings. 
.Approximately 93‘'o of tranchisc*es pay an advertising tee ot 0.3'Ni to 
1.3% (it gross profit, depending on the nnal gross profit of the store. 

\X'ith regard to gasoline sales, the new franchise agrc*enient. and in 
most instances, the old Iranchise agreements, require the C!ompan\ 
Ki pay the franchisee one cent per gallon sold as compensation for 
measuring and repvrting deliveries ot gasoline, ci>nducting pricing 
surveys ot competitors, changing the price displ.ivs and cleaning the 
service areas, fhe (ompany has implemented a noncontr.ictual 
policy under which it pays its franchisee's the greater of (a) 1.3 cents 
per gallon or (bf up tt» 23% of the gasoline gross profit. de[H*nding 
on the term of the franchise agreement when the store w,i.s fran¬ 
chised. fhe ('ompany can revise this policy at any time, fhese 
amounts are als<i included in C^SCi&A in the accompanying consol¬ 
idated statements of earnings. 


.As a result of adopting the provisions ot I L\ 30 and MN 3(>R. 
the (Company changed the presentation of its tianchise stores in 
Its consolidated financial statements as <if lanuary 1. 2003. 
Canisolidation ot these stores resulted in an altcr-tax, <ine-iime 
cumulative eOect charge t)t S3.1 million Inei of ileterred tax In-netit 
of 33.3 million). I his resulted trom a change in how the ('ompany 
is required to recognize franchise tee income for franchise lcc*s 
financed by the (ompany (see Note I). I IN 3(> and MN 36K .iKo 
require the ('ompany's consolidated balance sheets to include, 
among other things, franchisees’ mercfiandisc inventory atul 
minority interest, which represents the franchisees equity in the 
franchised stores. I'he prior-year presentation ot franchisees’ assets 
and liabilities has been reclassified in the ,iccompanying consoli 
dated balance sheets to conform to the ctirrent-vear presentation. 


NOTE 3: ACCOUNTS RECEIVABLE 


December 31 

2003 

2004 

t/W/ari 



frade accounts receivable 

3 H3.9HI 

S1 10,081 

Vendor receivables 

32.994 

32J.M 

I nvironmenijl cost 



reimbursements - see .Note 13 

3.S19 

3,333 

Sb| royalty receivable 

1,772 

2,Ti7 

I ederal income tax receivable 

3.012 

20,983 

Other accounts receivable 

0.303 

10,771 


133.881 

190,330 

.Allowance for doubtful accounts 

(2..TS7) 

(2,699) 





NOTE 4: INVENTORIES 


December 31 

2003 

2003 

liolLirs tn tlutuuiudi^ 



.Merchandise 

3233.893 

$2SI.0KK 

(iasuline 

33,233 

.14.97<> 


3279,130 



Included in inventories in the accompanying consolidated balance 
sheets are amounts tor franchisee-operated stores and stores in 
( anada, lioth of which are stated on a MIO basis (see Note I). 
Inventories stated on the 1 IIO basis that are included in inventories 
in the accompanying consolidated balance sheets were 332.9 million 
and 342.3 million tor merchandise and 32"^.2 million .ind 326.4 
million lor g.istiline at December 31. 2(l(t3 and 2003, respectively. 
rhc*se amounts arc lc*ss than repLicernem com by 339.0 million and 
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million lor merchandise and S13.t) millit»n and S2.S.I) million 
li>r gasoline at December 31, 2003 attd 20(M. respectively. 

For the vears ended December 31. 2002, 2003 and 20(D. certain 
inventory quantities were reduced resulting in a liquidation ol 1 II C^ 
inventory laverN recorded at costs that were lower than the costs ol 
current purchases. The ellect ol these reductions was a decrease in 
cost ol goods sold oT S‘^S4.000. S3.0 million and 51.4 million, 
respectively. 


NOTE 5: OTHER CURRENT ASSETS 


December 31 

2003 

2004 

(/hiliirs in thous.tnfii} 



IVepaid expenses 

5 04.577 

$ ”3,340 

Deterred tax assets - see Note 1*^ 

40.260 

5”,831 

.Adv.mces lor lottery and 



other rickets 

29.002 

3’".801 

Assets held tor sale - see Note 6 

13.325 

6,269 

Restricted cash — see Note 10 

S.50H 

6,246 

Other 

1.109 

847 


5162.84” 

S182,3.T* 

NOTE 6: PROPERTY AND EQUIPMENT 

December 31 

2003 

2004 

tlhf/htn in thm.uttuh) 

ktsuitd 


Cost 



1 and 

5 501.4”5 

5 558,”30 

buildings 

509,814 

429,454 

1 easehold improvements 

1.004.-0” 

1,671.050 

|•.c]Ulpmenl 

1.51 3,‘SO’ 

1 ,60"’,546 

Sottwarc (includes 5(’>3.052 



and 553.834 ol sottware 



development) 

390.510 

459,256 

Construction in process 

58.1 1” 

53,69” 


•4.-04.220 

4,”79,733 

.Accumulated ilepreciaiion and 



amortization (includes 



518'^,299 and 5239.901 



related to sottware) 

(2,308,56^) 

(2,486,586) 


5 2.395.002 

S 2,293,147 


Stores that the C ompanv has closed are .iccounted tor as discon 
linued operations under the provi.sions ol SFAS No. 144 (see 


Note 1). The stores presented as discontinued operations had total 
revenues oF 526^.8 million, 5149.5 million and 5^3.~ million and 
pretax losses ol 533.1 million. 521.2 million and Si 1.1 million tor 
the years ended December 31. 2(102. 2003 and 2004. respectixely. 
Included in the loss on discontinued operations .ire losses on 
disposal ol 513.9 million (net ot tax benelii ol f9.2 million), 50.2 
million (net ol*tax benebt 0153 .^ million) and SI.4 million (net ol 
tax bencHi of 50.8 million) lor the years ended I tecember 31.2002. 
2()03 and 2004. respectively^. The losses on disposal include write¬ 
downs ol stores to net realizable value, anticipated luiiire tent and 
cuiicr expenses in excess ol related estimated sublease income ax well 
as gains and losses on sales ot stores. The carrying amounts ol the 
remaining owned properties are included in other current assets in 
the accompatu'ing consolidated balance sheets al* assets held tor sale 
(see Note 5). These pmperiies are being actively marketed. 

(')n April 22. 200-4, the Company sold its headquarters building, 
parking garages and related tacilities (‘*C'irypl.lce”) to an outside 
party lor 5124.0 million (see Note 10). The Company subsc- 
qiienriy leased back the portion of the building 0nd parking garages 
that it currently occupies for a term of three yyars with an option 
to extend for an additional seven years. 1 he cariTying amount ol the 
property and equipment (and associated net rental amounts) that 
was s<jld was 5104.” million at the time ot closing. The C.ompanv 
recorded a pretax gam ot 51 ”.5 million to detcirred income, which 
is being amortized to income over the three-year life ol the lc.ise 
(see Notes 8 and 9). 


NOTE 7: GOODWILL AND OTHER INTANGIBLE ASSETS 


December 31 

2003 

2004 

'Ihlitirr in thoiiuin/lri 



SEJ license rciyalty intangible 

5 89.420 

S «‘),420 

Other license royalty intangibles 

15.836 

IS,836 

Cioodw ill 

30,244 

6S.‘)46 

Other intangibles 

4.912 

4,447 


S I40.-H2 

$175,649 


In 2002. the Ciompany adopted the provisions ot SI AS No. 142, 
which aildrc^sses financial accounting and reporting tor .icquired 
goodwill and other intangible assets (see Note I). *I*he statement elim¬ 
inates amorti/^ition ol goodwill and intangible assets with indefinite 
lives and requires an annual impairment test tlnfreafter and in certain 
circumstances. The Company completed the annual impairment tests 
of these* .isscts as ol September 30. 2003 and 21104, and there w.is no 
evidence of impairment in the tests. The impaiiment test will be 
conducted each year as of the end td the third quarter. 
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On August 16. 2004, the C!ompanv entered into .i new agreement 
with a mait>r hnantial services company. Under the terms or the 
agreement, the C'ompany acquired the business that operates the 
ATM network currently deployed iti its stores For a purchase price 
(including acquisition costs) ot $44."^ million oFcash consideration 
and the assumption ol certain contr.ictual lexse commitments and 
other contracts related to the business. 

llic .icqinsition is being accounted lor under the purchase method. 
I he purchase price includes the acquisition ol approximately 4/SOO 
A1 M iiKichines (.is well .is approximately 1.000 warehoused units, 
the majorirs' ol which were sold by December 31. 2(J04) and the 
right to receive all future .ATM transaction revenue generated 
through both these machine's and the more than l.OOO \'com^ 
nnichines currently owned by the Ciompany. During the Fourth 
quarter, the (.'ompany hnalized the purchase price allocation and. as 
a result ol this analysis, recorded goodwill ol S33.6 million repre¬ 
senting the c.xcess ol purchase price over net assets acquired. 


NOTE 8: ACCRUED EXPENSES AND OTHER LIABILITIES 


December 31 

2003 

2004 

iDolLin ni thouunuisf 

Hfytiiied 


Insurance 

$ 46.445 

5 56.306 

Uompens.it ion 

88.032 

97,803 

Taxes 

05.236 

96,548 

Lotto, lottery and other tickets 

56.527 

78.107 

Other accounts payable 

82.443 

98,462 

Knvironmental costs - see Note I 5 

10.38^ 

22,441 

Profit sharing - see Note 14 

15.53*’ 

16,458 

Interest 

14,284 

12,534 

Book overdrafts p.ivable — see Note 1 

68.434 

52,969 

Deferred income - see Notes 1 and 6 

12.725 

r,0"8 

Other current liabilities 

"0.231 

97,381 


$570,181 

$646,177 


The Caimpany initiated cost reduction elTorts in 2002 to streamline 
administrative functions and consolidate divisions, resulting in the 
elimination ol approximately 125 positions. I he results oF opera¬ 
tions lor the year ended December 31,2002. include a S5.6 million 
charge to O.SCIiJcA expense lor severance costs. Included in 
compensation were $1.2 million and $584,000 relating to unpaid 
severance costs as of December 31. 2003 and 2004. respectively. 


NOTE 9: DEFERRED CREDITS AND OTHER LIABILITIES 


December 31 


2J)03 

2004 

/W/tZri /« 


Rettutrd 


Deferred income ta.xes 


$150,526 

$ 178,036 

Underground gasoline sttirage 

tanks 

54.325 

55,366 

Insurance 


50.148 

53,671 

Post-employmenr benefits - 




see Note 14 


46.00(1 

49,451 

Straight-line rent accrual 


.Vi.433 

41,624 

Deferred income - see Notes 1 

1 and 6 

30.321 

33,838 

Lnvironmental costs - see Note 1 5 

23.182 

19,184 

Other 


10.023 

27,238 



S'! 20.764 

$458,408 


The estimated liability lor the removal oF underground g.isoline 
storage tanks is ba.sed on the (Company’s historical experience in 
removing these tanks, estimated tank useful lives, external esii 
mates as to the cost to remove the tanks in the luturc and federal 
and state regulators' requirements. T he liability is discounted using 
credit-adjusted risk-free rates ol approximately 8'^ci and 7% lor the 
years ended December 2003 and 2004. respectively. Revisions 
to the liability could occur due to changes in tank removal costs or 
tank Useful lives, or if federal or state regulators enact new require¬ 
ments on the removal of such tanks. 

Upon adoption ol SbAS No. 143 m 2002, the C .ompany recorded 
a discounted li.ibility ol $53.6 million, increased net property and 
equipment by $(».7 million and recognized a one-time cumulative 
erteci charge ol $28.1 million (net of deferred tax benefit oF$18.8 
million) (see .Note 1). .A reconciliation ol theUompany’s liabilin* lor 
the removal ol its underground gasoline Morage tanks is as lollows: 


Years Ended December 31 

200 ^ 

2004 

(Doliun /// {fwuiundti 



Beginning balance at January 1 

1 $54.40^ 

$56,125 

Liabilities incurred 

1.165 

2,322 

Liabilities settled 

(3.1 10) 

(4,127) 

Accretion expense 

3,210 

2,846 

Revisions to estimate 

448 

— 


$56,125 

$57,166 

Ol the total liability rectirded 

in the accompanying consoliilatcd 

balance sheets as of December 

n, 20(1.1 .iiul 2()()-i, 

$54.3 million 


and $55.4 million, respectively, is included in deferred credits and 
other liabilities and the remainder is included in accrued expenses 
and other li.ibilitics. 
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NOTE 10: DEBT 


December 31 

2003 

2004 

f/W/ao /»/ 



Senior Subordinated Notes 



due to SEJ 

5 40().()00 

$ 400,000 

Revolving Oedit hicility 

— 

— 

Commercial paper 

318.633 

26",230 

Yen Loans 

I 44 ..U 18 

1.34,493 

'/:% Ciiiyplace Ecrm Loan due 201)3 

20“’.886 

— 

Notes payable to senior lenders 



(.sc*e Note 13) 

1 "8.060 

— 

Capital lease obligations 

224.33" 

222,994 

Cither 

1.823 

1,643 


1.473.318 

1,026,380 

I ess: Senior Subtirdinated Notes 



due to SEJ 

400,000 

400,000 

( iirrent portion of commercial paper — 

31,400 

l.ong-term debt due within one year 

30,828 

40,3‘"0 



$ S34,6H) 


Senior Subordinated Notes due to SEJ - Iti January 2003, the 
C’ompanv entered into a note purchase agreement with SI ) that 
authorized the issuance and sale ot up to S400 million aggregate 
principal amount ot Seni()r Subordinated Notes due 2010 l"Sl.| 
Notes’), which were issued by the Clompany and purchased by SI ] 
in multiple tranche's during 2003. I he Ciompany is required to 
repay the SKJ Notes in eight equal semiannual installments begin¬ 
ning July 2000 and ending January 2010, and interest payments on 
the unpaid balance of the SEJ Notes are required semiannually 
beginning january 2003. The SFJ Notes are subordinate to all i>bli- 
gaiums outstanding under the Company’s C’redit Agreement. 

In January 2003. the Company received SI00 million from Sh| 
under the note purchase agreement: the interest rate on this tranche 
is stated at 3.41%. In luly 2003. the C!ompany received the 
remaining S300 million from SEJ under the note purchase agree¬ 
ment in three equal payments of Si00 million; the interesi rate on 
these tranches is stated at 3.01%. 3.34‘'n and 3.71 Mb, respectively. 
Ehe accompanying financial statements include interest payable of 
S5.8 million and SS.7 million on the SEJ Notes as of necember . 
2003 and 2004, respectively, as well as interest expense of SS.I 
million and SI3.3 million for the years ended December 31, 2003 
and 2004, respectively. 

In July 2003, the C'ompany used a portion of the pmceeds of the 
SEJ Notes to retire S230.3 million principal amount of ii> 3‘>i» Hir>i 
Priorirs' Senior Subtirdinaied Debentures, SI 11.4 million principal 


amount of its 4 /:‘^6 Second Priority Senior Subordinated Debentures 
(Series .A) and SlH.S million principal amount ot its 4Mb Second 
Priority Senior Subordinated Debentures (Series B) Ictilleciivelv. the 
‘‘Debentures”). Primarily as a result of includjing interest under 
SE.AS No. I S. ‘'Accounting by Debtors and C^reditors for Iroubled 
Debt Restructuring" (“SFAS .No. 13 InicresD in i:he carrying amount 
of*the retired debt, the Company recognized a pretax gain of Si(1.3 
million in 2003. The gain \v.i.s recorded in OSCliic.A. 

The Debentures, w'hich were retired in July 20(J3. were j^.counied 
tor in accordance with SEAS No. 13 and were recorded at an amount 
equal to the future undiscounted cash payments, both principal and 
SI AS No. 13 Interest. Accordingly, no interest expense wus recog¬ 
nized over the life of these securities, and c.i5h interest payments were 
charged against the recorded amount of such setjurities. 

Revoluin$ Credit Facility - On October 26, 2004. the ( ompany 
entered into a S200 million unsecured revolviifig credit agreement 
("Ciredit .Agreement”) with a group of lenders. The (ximpany is 
permitted to use the entire revolving credit facility to support the 
issuance of letters of credit, or it may draw on the facility for general 
corporate purposes. Ehe revolving facility explri*s in October 2000. 
The Ciompany terminated the previoii.sly existing 5200 million 
revolving credit facility when it executed the new Oedit Agreement. 
.As t)l December 31, 2004, outstanding letters of credit under the 
facility totaled SI 13.3 million, and there were no outstanding 
borrowings under the facility. 

.A facility tee is charged on the aggregate anuuint «)f the revtdving 
credit r.icility determined by the C^ompanv’s crc%iii ratings tor senior 
long-term indebtedness. .As of December 31, 2004. the facility fee 
rate w'a.> 0.13% per year. Borrowings under the revolving credit 
facilitv bear interest at a variable rare equal to (il the highest of (a) 
the base rate «»f Citibank. N..A., lb) 0.30 m«, ewer the three-week 
iTUiving average of secondary market morning offering rates in the 
U..S. for three-month certificates of deposit, and ic) 0.30‘’o over the 
federal funds rate or. at the C'ompanys option, (ii) at a rate equal t<» 
a reserve-adju-sied Eurodollar rate plus a margin determined by the 
(aimpanys credit ratings for senior long-term indebtednes.s. .As of 
December 31.2004. the one-month Eurockillar rate was 2 . 4 ^^ and 
the applicable margin rate was 0.4"^3%. The applicable margin rate 
on borrtiw ings and letters of credit was reduced by U.23“'«i under the 
new Credit Agrc*ement. 

The (aedit .Agreement contains various financial and operating 
covenants custtmiary for facilities til this naturr that revjuire. amtmg 
other things, the maintenaiKe of certain Knancial ratios iiuluding 
interest and rent coverage and leverage ratios. 3 he C’ompany was in 
compliance w ith all of the financial and tipeiaxing covenants in the 
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C'rcclit Agreement as <»l December 31,2tK)4. In the event <»t default 
under these covenants, the unpaid principal ot all amounts owed 
under the ( .‘redit Agreement could be declared immediately due and 
payable al(»ng with any and all accrued and unpaid interest. The 
obligations of the senior lenders to make loans or participate in our 
letter of credit facility also could lx* immediately terminated. In 
addition, upon demand by the administrative agent or certain other 
senior lenders, the (Company could be required to deposit with the 
administrative agent cash or cash equivalents in an amount equal to 
the maximum amount .ivailable under the letter of credit facility 
plus .idditional amounts ti» cover certain costs. 

rile Oedit Agreement also contains certain cross-default provisions. 
If the Caimpany fails to make any payment due on indebtedness 
(excluding borrowings under the C'ompanys commercial paper 
facility) or certain iither s(x-ciftcd jiiitential obligations (if the armnint 
line is SJ'S million or morel, the (aimpany could be in default 
under these provisions. 

Commercial Paper - I he availability of borrowings under the 
Ciompany's commercial paper facility is Sb3() million. As of 
December 31.2003 and 200'^. S3I8.6 million and S21*i.9 million 
i)f the respective S31H.6 million and S2(>7.3 million outstanding 
principal amounts, net td discount, was cLissified as l<»ng-term debt 
since the ('ompany inicnds to maintain at least these amounts 
outstanding during the next year. Such debt is unsecured and is fully 
and unconditionally gu.iranteed by lY. lY has agreed to continue 
through 2006 both the guarantee of all commercial paper issued 
and the waiver of its contractual right to receive from the (Company 
a guarantee fee of {).S% per year (accruing on a daily basis) on the 
face amount of commercial paper outstanding. 

While it is not anticipated that lY would be required to perform 
under its commercial paper guarantee, in the event lY makes any 
payments under the guarantee, the C'.ompany and W have entered 
into an agreement by which the (aimpany is required to reimburse 
lY subject to certain restrictions m the CYedit Agreement. The 
restrictions princip.illy specif)' that no reimbursements can be made 
until one year after repayment in full of amounts outstanding under 
the (Yedit Agreement. The weighted-average interest rate was 1.1% 
and 2.3% on commercial paper borrowings outstanding at 
December 31. 2003 and 2004. respectively. 

Yen Loans - The Company has moneti/.ed its future nwalry 
payments from SI‘J. its area licensee m japan, through fixed-rate 
yen-denominated loans that are mmrecourse to the ('ompany as ro 
principal and mterc*st. I hese loans, which are referred to as the 
“1008 Yen Loan” and the ’*2001 Yen Loan.” arc collaierali/ed by the 
lapaiiese trademarks and a pledge of the future area license royalt)' 
payments from Sl L 


.As of IXcember 31. 2004, the principal balance on the 1008 Yen 
Loan w,is 3.f( billum yen or $36.8 million at the exchange rate in 
effect tin that date (102.4 I). Lhe 1008 Yen Loan has an interest rate 
of 2..^%, and principal and interest arc paid semiannually from the 
SLI area license riiyahy income. B.ised on current royalty inccune 
projections, the final payment will be m.ide in 2006. 

As < if December 31. 2004. the principal balance on the 20i)l Yen 
l.oaii W.LS 10 lullion yen or $07.“^ million at the exchange rate in 
efLect on that date (102.4D. Lhe 2001 Yen Loan has an interest rate 
of L8‘'i>, and principal and interest are payable from the .SL| area 
license royalty income. Semiannual principal payments commence 
.April 200'^, and semiannual interest pavments began October 2002 
in accordance with the loan agreement. Interest expense exceeds 
interest paid until commencement of principal payments in 2007, 
at which time interest paid will exceed interest expense. Lhe excess 
interest is added lo the principal balance and interest is accrued 
thereon. Based on current royalty income projections, the final 
payment will be made in 2f)l I. 

1 he 1008 ^en l.oan .ind the 20(H Yen I oan were funded by eniiiies 
formed by the lenders. Lhe (!ompany h.is no management control 
or equity interest in these entities. The ( ompany's obligation to the 
entities is known (i.e.. principal and interest pavments as defined in 
the loan agreements), and the ( .ompany has no c«>ntiiigent obliga 
lions. Lhe entitic*s enable lenders to ctmvert a p<»rti«m of the 
('ompanys fixed-rate debt to variable-rate debt and to receive 
interest p.iymcnts on a current basis. 

l he STJ area license royalty is remitted monthly into a yen-denom¬ 
inated account for the benefit of the ( <imp.iny. Lrincipal and 
interc*st pavments on the 1008 and 2001 Yen 1 oans are made from 
this account semiannually in accordance with the loan agreements. 
.After the semiannual principal and intert*st payment.s are made from 
this account, any exces.v amount, as defined by the loan .igreements, 
is relcMsed to the ('.ompany ftir general-purpose use. l he acciHint 
held 3^1.3 million yen and 404.8 million yen ot $.L3 million and 
$4.0 million at IX'cember 31. 2003 and 2004. res|H‘ciively (.see 
Note 3). 

Bv using ns SL| royalty receipts to service the principal and interest 
payments on the yen loans, the ('ompany has an economic hedge 
.igaiitst fluctuations in the japanese yen to U.S. dollar exchange rate. 
Although SLA.S No. 133. “.Accounting fi»r Derivative Insirumeiits 
and Hedging Activities.” nullified the hedge acetiunting treatment 
the (aimpany wa-s applying to the Sl.| royalt) and yen loans, the 
(.!<jmpany’s economic hedge against changes in the japanese* yen to 
L^S. dollar exchange rate remains in place. 
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I Ik’ C!oinp.inv .idjiists rhc haLincc ot rhc yen loans ai each reporting 
J.itc to rericci ihf current exchange rate htrween the laparttsc yen 
.iikI the D.S. dollar, and the resultam toreij;n currency conversion 
^ain or loss is recognized in earnings. In addition, the ('.onipany 
records the Sh| rovalty and interest expense on the yen loain^ at the 
average exchattge rate between the lapanese yen and the I .S. doll.ir 
tor the respective periods. The C.ompany recorded S(, 1*^.1) million, 
S(la.O) million and Sb.l million of net conversion gam llossi in 
OSC'iifc'A from the adjustment ot the yen loans to the exchange rate 
between the Japanese yen and the L^S. dollar tor the vears ended 
Pecember .M, 2()t)2. 2(t()3 and 2(10 respectively. 

Cityplace Term Loan - In April 2(t0‘t. (atyplace (lenter List I P 
(“CX'hl P”). a lexas limired partnership in which the Camipany is 
the general partner, sold the headquarters building, parking 
garages and related taciliiies ot the Cityplace Center develi>pment 
to an outside p.iriy (see Note (>). 1 he C.ompany was leasing the 
building liom C'ityplace Center Fast (Corporation (“C'CXtC." 
predecessor in interest to C’C IdJO. occupying part ot the building 
.IS its c<irpi»r.ite headquarters and subleasing the balance to third 
parties. CX’l.C' had constructed the development and was obli' 
gated to in j Bank laniited. New York Branch (“Uhj”). vvhich h.ul 
a lien on the property tmanced (the ’*(aiypkicc Term l oan”). I he 
Clityplace Term loan had monthly payments of principal and 
interest based on a 2S-year amortization at with the 

remaining principal t»f Sl‘)‘).3 million due on .March I, 201)3, 
(X!KC" was paying CM an amount that was equal to the 
Caunpanys rental payments on the property. 

Carncurrent with the C'itypLice sale closing, the ( ompanv retired 
the C atyplace lerm laian using a combination of sale proceeds and 
.nailable corpor.ue funds. The total retirement ol the (atyplace 
Term L<un vv.is S213.I million, which was cinnprised t>f the 
i>utstanding loan balance and accrued interest as well as fees of S~.3 
million .issociated with prepayment of the loan. The fees resulting 
from prepaymem of the loan were charged to (TSCSjA ex}H*nsc in 
the consolidated statement of earnings. L’nder the terms of the 
C'itypl.ice lerm l oan, the (Aunp.iny was rec|uired to maintain cash 
reserves of SI 3 million. 

Notes Payable to Senior Lenders - In (Vtober 2004, the 
C.ompany terminated the trusts that h.id provided financing in 
1000 and 2(101 for certain of its lease f.iciliiies (see Notes 1 and 13). 
Using available corporate f unds, the CTompanv paid SC3.(i million 
to the trusts’ senior lenders to retire the loans and $12.~ million to 
the noncontrolling interests ot the trusts .is a return on investment. 
The termination of the lease facilities resulted in a pretax charge ol 
S1.2 million to the consolidated statements ol earnings in the 
fourth quarter of 2004. I he charge represents the recognition of the 


remaining deterred loan costs as well as miscellaneous expensc‘s asso¬ 
ciated with the closing. Wth the termination of the lease facilities, 
title to all assets previously owned bv the trusti was translerred to 
the Company. 

As required bv FIN 46. the Company had consolidated the as.seis. 
liabilities, non-coinrolling interests and results «|if activities of these 
trusts into its consolidated financial statements effective julv 1. 
2003. As a result of'this consrilidaiion, the accompanying cmisoli- 
d.ited balance sheets ot the Company include Si"^8.1 million in 
notes pavable to senior lenders as ol December 31. 2003. Interest 
on the notes was paid monrhiy at interesi rates ol l.IBC^K plus 2.0"«> 
lor ihe note related to the 1009 lease facility and 1.1 BCR plus l.Fbi 
tor the note related to the 2001 lease facility. I lfie notes were collat¬ 
eralized bv the assets of the trusts, which principally consisted of 
store properties. 

Maturities - Long-term debt maturities assuin«r ihe continuance ol 
the commercial paper program and the \\ guarantee. I he maturi¬ 
ties, which include capital lease obligations, areas follows (dollars in 
thousands): 

2003 
2006 
200 “' 

2008 
2009 

Thereafter 

Sl.026.3S0 


96.302 

L+().046 

I33C44 

l.TTr4 

^* 30.144 


NOTE 11: CONVERTIBLE QUARTERLY INCOME 
DEBT SECURITIES 

In November 1993. the (.'ompanv issued S300 million principal 
amount of (Convertible (Quarterly Income Debt Vcuriiies due 2010 
(*'1993 (,}CI[)S") lo W and .SLj. T he 1993 (^LTDS have no amor¬ 
tization, and interest of 4.3% is payable quarterly. I he Company 
has the right to defer interest pavments at ari\ time for up to 20 
consecutive quarters. T'lie holder ol the 1993 (jlTDS can convert 
the debt anytime at a r.ite of 520.80 per share ol the (iompanvs 
common stock. T he conversion rate represents a premium to the 
market value of the Company’s common stock at the rime of 
issuance of the 1993 (,JLTD.S. On February 28. 2003, IV transferred 
to SF) its ownership of the 1993 (^LTI).S (sen Note 21). 

In Febru.iry 1998. the ('ompanv issued 580 million principal amount 
of (-onvemble (,)uarterly Income Debt Securities due 2013 (“1998 
()C1DS'*) to n and SFJ. I he 1998 ()ITDS had no arm>rtization. 
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.ind interest ot 4.S% was payable quarterly. LImJer the terms ot the 
agreement, all of the outstanding 1*)98 QUIDS were converted 
into ().S01.68S shares of 7-H.leven, Inc. ctjmmon stock at the 
cimversion price of’Sl2.304S per share in September 2003. 

The accompanying rtnancial statements include interest payable of 
S600,(H)0 as 4>f December 31. 2003 and 20(M, as well as interest 
expense of SI ^.4 million. SI6.3 million and S13.7 million for the 
years ended December 2002, 2003 and 200-t. related to the 
199S QUIDS and the 1998 QUIDS. As of December 31.2004, the 
(aimpany h.id not deferrexl any interest payments in connection 
with the 199S (^UIDS. 


NOTE 12: FINANCIAL INSTRUMENTS 

Fair Value - T he disclosure of the estimated fair value of financial 
instruments has been determined by the CCompany using available 
ntarket information and appropriate valuation methodologies as 
indicated below. 

The carrying amounts of c.i.sh and cash equivalents, trade accounts 
receivable, trade accounts payable and accrued ex|H*nses and other 
liabilitic's are reasonable estimates of their fair values, letters nf 
credit are included in the estimated fair value of accruevi expenses 
and other liabilities. 

I he carrv'ing amounts and estimated fair values of other financial 
instruments are listed in the following table: 


December 31 

20<I3 

2004 


(Carrying 

.Ammint 

Lsiimated 
l air Value 

(!arrvmg 
Amount 

1 stim.iied 

1 .nr \ahie 

iDollitn in thoumnfin) 





(commercial paper 

S318,633 

S318.633 

S267,2S() 

S267.2S0 

Senior Subordinated Notes due to SF.J 

400.000 

— 

400,000 

— 

Yen Loans 

144.368 

144,423 

I.U,493 

134,626 

C'ityplace Term l.oan 

20'’.886 

212.666 

— 

— 

Notes payable to senior lenders (see Note 10) 

r8.069 

I ■’8,069 

— 


Convertible quarterly income debt securities 

300.000 

— 

300.000 

— 

Interest rate swap 

3.109 

3.109 

— 

— 


The methcxls and assumptions used in estimating the fair value for 
each of the cla,vses of financial instruments presented in the table- 
above are as follows: 

• Clornmercial paper Isorrowings are sold at market interest rates 
and have an average remaining maturity of less than 3*> days and 
17 days in 2003 and 2004, respectively. Therefore, the carrying 
amount of commercial pa|K:r is a re;isonablc estimate of its fair 
value. The guarantee of the commercial paper by lY is an 
integral part of the estimated fair value of the commercial pa|ser 
Ivor row-ings. 

• It is not practicable, w iihout incurring exce.ssive costs, to estimate 
the fair value of the Senior Sulsordinated Notes due to SHJ. As a 
result of the C’.ompany s relationship with .SKJ, the Caimpany w.ls 
able to obtain financing with a weighted-average interest rate of 
3.4%. 

• The fair value of the Yen Dians is estimated by calculating the 
present value of the fuiiire yen cash Hows at current interest and 
exchange rates. 


• The fair value of the C'ityplace rerin Loan as of DecemlxTr 31. 
2003, w.ts estimated by calculating the present value of the 
future cash Hows ,u a current interest rate for a similar financial 
instrument. The C'ityplace I’erm laian was repaid in April 2004 
(see Note 10). 

• The carrying amount of the notes payable to senior lenders .is of 
December 31. 2003. was a reasonable estimate <if its fair value .is 
the ;Lssociatcd interest rates were at current market rates. Lhc 
notes payable to sc-nior lenders were repaitl in Octolx-r 2004 (see 
Note 10). 

• It is not practicable, without incurring excessive costs, to 
estimate the fair value of the convertible (|uarierly income debt 
securities (see Note 1 1). I he fair value would be the sum of the 
fair values assigned to lx>th an interest rate and an equity 
component of the debt by a valuation firm. 

• The fair value of the interest rate swap was estimated based on 
discounted exsh Hows for the term of the swap using forward 
three-month LIBDR rates as of I)ccember ;^1.2003. and repre¬ 
sented the estimated amount the ( Ompanv would have paid if 
the C 'ompany had chiisen to terminate the swap as of December 
31,2003- 1 he interest rate swap expired in l ebruary 200'l. 
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Derivatives - I roni tinu* to time, the (iompanv uses Jcrivaiivt- 
tiiumcial insirunicnts to reduce its exposure to market risk resulrin^ 
from Huctuaiions in interest rates. The Ciompany was partv !<» a 
S2^() million notional principal anmuni interest rate swap agree¬ 
ment that expired in lehruary 2t)t)4. [)urinj; the term of the 
agreement, the Ct>mpanv paid a fixed interest rate ot F),0‘)6'4i on the 
S2'>() million notional amount, and a major Hnancial Institution, .is 
coumerpariy to the .igreement, paid the (lompany interest at a 
iKiaiing rate based on three-month I I BOR on the notional amount. 
Interest payments were made cjuarterly on a net settlement basis. 
The ituerest rate swap was accounted tor as a hedge atul. acconi- 
itigly, any ilitVerence betweeti atnounis paid atul received was 
recorded .is interest expense. The impact on net interc'st expense .is 
a result ot this agreement was an mcrea.se ol Sl(t.9 million. SI2.3 
million and Si.3 million tor the years ended December 31. 2002. 
2003 and 2001. respectively. 

I'luler ShAS NIo. 133. the $230 million interest rate swap was 
treated as a cash How hedge ot the ( xnnpany's interest rate exjKisure 
in connection with its commercial paper program. The C ompany 
.idjusted the carrying value of the interest rare swap to lair value at 
each reporting date with a corresponding otHset to accumulated 
other comprehensive earnings. Additionally, the Company reviewed 
the edectiveness ol the interest rate swap .it each reporting date and 
recognized the ineOective portion of the interest rate swap in 
earnings t<ir the period reported. The C'ompany recognized a charge 
of $440.00(1 and a credit of $4S0.()00 to intere.st expense in connec¬ 
tion with inetfectiveness tor the years ended December 31. 2002 
and 2003. respectively. There was no ineffectiveness effect lor the 
year ended December 31. 2004. 

NOTE 13: LEASES 

Leases - ('.eriain property and ec]uipment used in the (aimpanv's 
business is leased. C lenerally. real estate leases are for primary terms 
from 10 to 20 years with options to renew tor .idditional periods, 
and equipment IcM.ses are tor terms tnim three to 10 years. 

In October 2004. the C'ompany terminated certain le.isc facilities 
that had provided hnaiicing in 1900 and 2001. The financings h.id 
been used to construct new stores and acquire operating conveii 
ience stcues Irom third parties not aftiliated with the C oinpany (see 
Notes I and l(t). .After a store was constructed or .uquired. the 
trusts leased ihe store in the Caunpany for .m amoum equal to the 
interest expense on the applicable store’s construction costs or. in 
the ca.se of operating convenience stores, the acquisition pri»-e ot the 
land, building, motor fuels equipment and other fixtures. I he 


applicable interest rates were I.IBOR plu'^ 2.1% for the 19'M facility 
and I.IBOR plus I.P’o tor the 21)01 facility. The base lease terms 
under these facilities were set to expire in February 200$ and lulv 
2000. respectively. 

The accompanying con.solidated financial statements as ol 
December 31. 2003. include the assets, liabilities, non-controlling 
interests and results of .ictivities ot these trusts. Vvbicb were consoli- 
d.ited by the C'ompany effective July 1.2003. as required by FIN 40 
(see Notes 1 and 10). Consolidation ot th<rse trusts into the 
Company's financial st.iiements rc^sulted in an after-tax. one-time 
cumulative effect charge ot $10.2 million (ijet ol deterred tax 
benefit ot $0,0 million). .As ot July 1. 2003, the (!ompanv also 
recorded $178.1 million in notes payable to senior lenders. $13^.4 
million (net of accumulated depreciation of $10.3 million) in 
property and equipment and $10.3 million of other net assets as a 
result of consolidating the trasts into its financial statements. The 
Company paid S0.4 million and $2.8 million in rent expense to the 
trusts in 2002 and 2003. respectively. bet«>re the trusts were consol¬ 
idated into the C'ompanvs Hnancial statemeDts eftective July I. 
2003. After the trusts were consolidated, such rent expense was clas- 
siHed as interest expense in the ('ompany’s Hnarjcial statements until 
the trusts were dissolved in October 2004. Accordingly, the 
("ompanv paid $2."^ million and $4.4 million in interest expense to 
the trusts' senior lenders under the terms of the agreements in 2003 
and 2004, respectively. 

Effective November 2002, the (a)nipany entertld into a le,vse facility 
with a third-party institution th.it provided the Caunpanv with 
$43.2 million in hnancing for VC!CM equipment. The le.ises are 
being accounted for as capital leases having a| five-year lea.se term 
from the date of funding, which occurred on a monihly basis from 
December 2002 thnnigh Iiine 2003. I be leases bear interest at 
LIBC3R plus 1.23Vi». Upon lease termination, whether prii>r to or at 
expiratit>n of the Hve-year lease term, the CCompany is obligated to 
pay the lessor an amount equal to the original cost of the equipment 
Hiianced less amortization to date plus accrued interest. The 
(Company has recorded $39.1 million and $35.9 million in capital 
lease li.ibiliTies related to X'C'O.VI’ equipment as of December .^1. 
2003 .iiid 2004, respectively. 
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I'hc comjHisition ot capital lca.scs rcHccicd as property and equip¬ 
ment in the ct>nsolidaieil balance sheets is as follows: 


December 31 

20(1.1 

2004 

(IhiJitn in iiututjn/ii) 



buildings 

$ 219,I8S 

$221,9^1 

T.quipmein 

44,736 

48,203 

.Software 

40,813 

40,813 


.K)4,734 

310,989 

Accumulated amortization 

(1 10.038) 

(133J05) 



S 177,884 

The present value of future minimum lease payments for capital 
lease obligations is reHe«.ted in the consolidated balance sheets as 

long-term debt. The amount representing imputed 

interest neces- 

sary to reduce net minimum lca.se 

payments to present value has 

bc*en calculated generally at the ('ompany’s increme 

ntal lH)rrowing 

rate .it the inception of each lease. 



Tiiture minimum lease p.iymcnrs for years ending December 31 are 

a.s follows: 




Capital 

Operating 


I .eases 

Teases 

llhilLtn in thouidntii) 



200S 

$ 41,841 

S 20S.2‘'I 

2006 

39.443 

184.%*) 

2007 

33.621 

1 “1.1, •>(.') 

2008 

29.003 

12(>.()~3 

2000 

27.404 

I0(,.170 

Thereafter 

179.383 

M0..10.1 

Tuiure minimum lease payments 

332,893 

$1,422,784 

T.stimated executory costs 
.Amount representing 

(61) 


imputed interest 

(129.840) 


Present value of future minimum 



lea.se payments 

S 222.994 



Minimum lease payments are calculated in accordance with SFAS 
No. 13. as amended, l lie minimum lease payments include any 
base rent plus step increases and escalation clauses, any guarantee of 
residual value by the (lompany and any payments for failure to renew 
the lease. In the event the base rent is dependent upon an index or 
rate that can change over the term t)f the lease, the minimum lease 


payments arc calculated using the rate or index in effect at the 
inception of the lease. Minimum lease payments do not include 
executory costs such as insurance, maintenance and taxes. 
Minimum lease payments for o|K*rating leases are recognized on a 
straight-line basis over the term the lease. 

.Minimum noncancelable sublease rental inct)me lo be received in 
the future, which is not included above as an offset to future 
p.ivments. totals SO. 1 million for capital leases and S^.O million tor 
operating leases as of December 31. JfMM. 

Rent expense «>n operating leases for the years ended DecemlH-r 31. 
2002, 2003 and 2004, totaled S223.4 million, $230.6 million and 
S240.3 million, respectively, including contingent rent expense of 
$12.0 milli<»n, $l3.i) million and $13.1 million, which h.is been 
reduced by sublcMse rent income of $3.0 million in each of the three 
years, ('oniingent rent expense on capital leases was $ 1.3 million for 
each of the years ended December 31.2002 and 20f)3, and was $ 1 .(• 
million for the year ended December 31, 20f)4. t'oniingent rent 
ex|H*nse is generally based on sales levels or changes in the 
Canisumer Price Index. 

Leases with the Savings and Profit Sharing Plan - Ai December 
31. 2004. the “^-Pleven, Inc. PmpliWees' Savings and Priifit Sharing 
Plan (“.Savings and IVofit Sharing Plan”) *)wned one stt>re that was 
leased to the (Company under a capital lease and 3H0 stores that 
were leased to the (a)mpanv under operating le.ises at rentals which, 
in the opinion (»f management, approximated market rates at the 
inception date of e.ich lease. In .iddition. in 2002. 20(J3 and 2004. 
there were 4H. 12 and 18 lea.ses, rcspc-ctively. that either expired or, 
as a result of properties that were sold by the Savings and Profit 
Sharing Plan to third parties, were canceled or assigned tt» the new 
owner. Also, the (iompany exercised its right of first refii.s,il and 
purchased 10, one and one properties from the Savings and Profit 
Sharoig Plan in 2002. 2003 and 2004. resjH-ctively. for an aggregate 
purchase price of $3.4 million. $340,000 and $4S0.000 in the 
respective years. 

Rent exfH'nse under opc-rating lea.ses and amortization of capital 
lease assets were $10.2 million, SIS.3 million and SIS.O million lor 
the years ended December 31. 2002. 2003 and 2004. respectively, 
for leases with the Savings and Pridit Sharing Plan. 

NOTE IH: BENEFIT PLANS 

Profit Sharing Plans - The C!omp.iny maintains the Savings and 
Profit Sharing Plan for its U.S. employees and the ^-f jeven ( anada. 
Inc. Pension Plan for its (Canadian emph»yees. These plans provide 
retirement benefirs to eligible emphiyees. 
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C!i)niributuins lo the Saving and Prolii Sharing; IMan, a -dtHk) 
dclmcd contnhiiiion plan, arc made by bntb ihc participants and 
7d’lcvcn. '^-I'lcvcn contributes to the Savings and I’rcdii Sharing 
Plan an anuuini determined at the discretion ot the ( .ompany, 1 he 
contribution bv the Qmipanv is generally allcKated to the partici¬ 
pants t»n the basis of their individual contribution and years ot 
participation in the Savings and Profit Sharing Plan. Phe provisions 
4 il the ‘^-Pleven C .anada, Inc. Pension Plan are similar to those of the 
Savings and Profit Sharing Plan. Ibtal contributions to these plans 
t<n the vears ended December }\. 2(H)2. 20(1.^ and 20fN. were 
.Sl.PS millunj, SlS.l million and SIS.6 million, respecrivelv. and 
are iiuhided in ('fSCiiVlA. 

Postretirement Benefits - Phe Company’s group insurance pl.m 
(the "Insurance Plan"), which was amended in Januarv 20(13 to 
provide tor certain changes to eligibility ret|uirements, providcN 
postretirement medical and dental Ix-nehts for all retirees that meet 
certain criteria. Such criteria include at least 10 years of continuous 
service to the C!ompany immediately prior to retirement, including 
at le.ist the last 12 months of continuous [)articipaiion m the 
Insurance Plan, and the sum of .ige plus years of cimiinuous sersice 
equal to at least (>S. Phe Cannpany contributes toward the cost ol the 


Insurance Plan a fixed dollar amount per retiree based on .ige and 
number of dependents covered. All other luiure costs and cost 
increases are paid by the retirees. Phe Company Lominues to fund its 
cost on a cash basis: therefore, no plati assets has'e been .iccumulated. 

Pursuant to the Caimpany's policy, it cumulative unrecogm/ed 
gains or losses at the beginning of a period exceed of the 

accumulated posiretirement benefit obligation, the entire unrec¬ 
ognized gam or loss is amortized over a three-year peritKl 
beginning in the subsequent year. 1 he CoUipanv believes this 
method <il amortization results in a more accurate reflection of its 
poNiretirement benefit obligation by providing for m«>rt imme¬ 
diate recognition of gains and losses. If cumulative unrecognized 
gains or losses at the beginning of a period ai‘e between l()’'t> and 
40"i> t»f the accumulated postretirenient benefit obligation, the 
iinrect)gnized gain or loss is amortized over the expected years ol 
future service. If the percentage is les^ thafi l(l''<i. there is no 
amortization. 

The following information on the Companys Insurance Plan is 
provided: 


December 31 


200-4 

r/W/./»» itt ilfDiiuuuis} 



Change in Benefit Obligation 



Net benelit obligation at beginning of year 

S ’2/1(0 

S 20,93^ 

.Service cost 


■’Kb 

Interest ci»st 

l.rVJ 

1,321 

Plan participants’ contributions 

4.1(i‘) 

S,243 

Actuarial gain 

ll.'J2S) 

12,42“^) 

Ciross benefits paid 


("dro) 

Net benefit obligation at end t>f year 

S 20,9.^^ 

S 18r9() 

Change in Plan Assets 



Pair value of plan assets at beginning ol year 

S — 

s — 

Pmployer contributions 

2.123 

1,82^ 

Plan participants’ contribution.s 

4.1 (W 

S,243 

Ciross benefits paid 

f6,2‘)2) 

(7,0~0) 

Pair value of plan assets at end of year 

S — 

$ — 

Piinded status at end of year 

S(2l).‘)3''i 

S(18r90) 

l.'nrecognized net actuarial gain 

(‘(.(13") 

(6,313) 

Dnrecognized prior service cost 

2/23 


Accrued benefit costs 

Si:22.44'>) 

S(22,96S) 
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Years Ended December 31 

2002 

2003 

2004 

(Ihlljn tn tiwuuiudyi 




Components of Net Periodic Benefit Cost 

Service cost 

5 604 

S «84 

S ~8(, 

Interest cost 

l,S66 

1.530 

1,321 

Prior service cost 

— 

3«7 

r 

X 

Amortization of actuarial gain 

(2,H20) 

(2.H20) 

(150) 

Net periodic benefit cost 

S (“>6')) 

S (10) 

S 2.344 

End-of-Year Assumptions Used 

Discount rale 

6.‘’S% 

6.25% 

6.00% 

Healthcare cost trend on covered charges 

2003 trend 

1 ^.00% 

N/A 

N/A 

200‘t trend 

12.00% 

1 2.00“n 

N/A 

200S trend 

1 1 .OO^'u 

1 I .0(P»O 

I 1.00% 

Idtimate trend 

O.OO'^o 

6.00‘Mi 

6.00% 

Ultimate trend reached in 

2010 

2010 

2010 



(iriiss 
Payments 

Pnipliiycr 

Paymenis 

lOoiLir* lu thokuttul^i 



Estimated Future Benefit Payments 

200*1 

S 8.IS(, 

S 072 

20()(. 

0.36S 

1 ,(m 

2007 

1 1 .oos 

1,195 

2008 

12.7^1 

1.265 

2000 

14.640 

1.354 

Ycafv 2010-2014 

102.648 

7.K86 


riicrc is no clicct ol a onC'iHrrccnia^c-i^oini increase or decrease in 
;Lssuincd healthcare cost trend rates on either the H)tal service and 
interest cost com|>onents or the |>osiretirenteni benelii obligation 
For the years ended Decemlter 31. 2002, 20(t3 and 2004, as ihe 
(a)mpany contributes a fixed dollar amount. 

Executiue Protection Plan - The ( atmpany maintains tbe Executive 
Protection Plan (“PPP"). which is a supplementary benefit plan, for 
certain key employec*s of the Company. In addition to the disability 
and life insurance coverage available to all lull-time employees «)f the 
C^ornpany. the PPP participants are eligible for supplemental 
disability benefits and life insurance coverage before they retire. 
After they retire, they arc eligible For the posiretiremem income 
benefits of the f.PP. No I.PP assets have Ixxn accumulated as the 
Ca^mpany funds its costs on a cash basis. The following information 
on the C.Onipanvs PPP is prrwided; 
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December 31 


:o()3 

2004 

•Ihflittrf tn thouuiuti'^' 




Change in Benefit Obligation 




Net benefit obligation at beginning of year 


S 1«.2'7S 

S 20,394 

Service com 



846 

Interest cost 



1,288 

Actuarial loss 


1.021 

794 

Ciross benefits paid 



(866) 

Net belief t obligation at end ot year 


S 20, 

$ 22,456 

Change in Plan Assets 




l air value of plan assets at beginning of year 


$ — 

S — 

I'mp 1 oyer contributions 



866 

Ciross benefits paid 


(9^V) 

(866) 

hair value of plan assets at end ot year 


5 — 

$ — 

1 unded status at end of year 


$(20,394) 

$(22,456) 

Ifnrecognized net actuarial loss 



4,091 

rnrecognized prior service cost 


3.33^ 

3,072 

Net amount recogni/ed at end of year 


$(13,431) 

$(15,293) 

Amounts recogni/ed in statement of f nancial position; 




Accrued beneft liability 


S( 13,431) 

$(15,293) 

Additional minimum liability 


(3.937) 

(4,056) 

Intangible asset 


3.^37 

3,072 

Accumulated other vomprehensive earnings 


400 

984 

Net amount recogni/ed 


S( 13,431) 

$(15,293) 

Accumulated beneft ('fbligation (ABC’)) 



$(19,349) 


Years Ended December 31 

:()() 

2 2003 

2004 

t/W/ar* it! rf’OiiMiufitf 




Components of Net Periodic Benefit Cost 




Service Ci>st 


$ 798 

$ 846 

Interest cost 


1.253 

1,288 

Amorti/ation of prior service c<isi 

4(0 


465 

Amortization of actuarial (gain) loss 

— 

58 

92 

Net periodic beneft cost 

Si/ri 

$2,574 

S 2,691 

End-of-Year Assumptions Used 




Discount rate 


6.00% 

Kate of compensation increase 


5.00’Sj 

5.00% 

NOTE 15: COMMITMENTS AND CONTINGENCIES 

the terms of the agreement. wF 

lich expires in January 

200f>, the 

Distribution Services - I he ( ompany has a service agreement 

C.ompaiivs corporate stores are 

required i<i purchase a 

minimum 

with McLine C'ompany, Inc. (‘'Mcl ane'') under wliicli Mcl ane 

percentage of eligible purchases 

from .\lclaiie. fbe Company has 

prt)vides its distribution services to "-1 1 l A F.N stores and dcNig- 

met the required minimum percentages each year and 

expects to 

nated combined distribution centers in the L’nited States. Linder 

meet the required minimum percentages in ?,00S. 
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Gasoline Supply - The C^mipany has a product purchase agrec- 
riR-nt with (.1 I'CIO Petroleum ('orporaiion ("('i rCjO”) lu buy 
specified ijuantities ot gasoline at market prices. I hc agreement 
expires September 21)1 lb. The market prices are determined 
pursuant to a formula based on the prices posted by gasoline 
wholesalers in the various market areas where the C^ompanv 
purchases gasoline from ('ITClC^. Minimum required annual 
purchases under this agreement are generally the lesser of "’SO 
million gallons or SS% of gasoline purchased by the Company for 
retail sale. The Company has met the minimum required annual 
[uirchases each year and expects to meet the minimum required 
annual purchase levels in 2()0S. 

Information Technology In January 2002. the Cannpany entered 
into a seven-year contract with an information technology sersicc 
provider. The Company is required to purchase a minimum of 
52S million of services annually. In addition, the CCompany has 
other information iechnoh»gy service provider contracts wherebv 
it is required to purchase a minimum of apprt)ximately S^4 
million of services in 2005. $25 million in 2000 and approxi¬ 
mately $31 million over the subsequent three-year period. The 
('ompany has historicallv exceeded these thresht>lds for informa¬ 
tion technology expenditures and expects to fully uiili/.e the 
required minimum level of services in the future. 

Product Commitments - The Company has various contracts rdr 
product purchases that require it to purchase a minimum amount 
of products annually. The Company has generally exceeded such 
minimum requirements in the past and expects to continue doing 
so for the foreseeable future, failure to satish the minimum 
purchase requirements could result in termination of the 
contracts, changes in pricing of the products and payments to the 
applicable provider(s) of a predetermined percentage of the 
commitment(s). 

Enuironmental - The Company accrues for the anticipated future 
costs and the related probable state reimbursement amounts for 
remediation .ictivities at its existing and previously operated 
gasoline storage sites where releases of regulated substances have 
been detected. At December .M, 2003 and 2004, the Company's 
estimated undisctuinted liability for these sites was $38.5 million 
and $37.7 million, respectively, of which $19.7 million and $15.8 
million are included in deferred credits and other liabilities and 
the remainder is included in accrued expenses and other liabilities 
(see Notes H and 9). The Ca)mpanv anticipates that substantially 
all of the future remediation costs for detected releases at these 
sites as tif December 31. 2004, will be incurred within the next 
five or six years. 


Under state reimbursement programs, the Company is eligible to 
receive reimbursement for a portion tj| luture remediation costs, 
as well as a portion of remediation costs previously paid. The 
reimbursement claims represent a firm and legally enlorceable 
basis to recover remediation costs from the various state programs. 
.Accordingly, at December 31. 2003 and 2004, the C!ompany has 
recorded net receivable anuiunts of $51.7 million and $50.5 
million, respectively, lor the estimated probable state reimburse¬ 
ments, of which $28.0 million and $30.7 million relate to 
remediation costs incurred in the state of (*alif<irnia. Of the total 
receivables. $46.2 million and $46.5 million are included in other 
assets, and the remainder is included in accounts receivable (see 
Note 3). In assessing the probability of state reimbursements, the 
C'ompany takes into consideration each state’s fund balance, 
revenue sources, existing claim backlog, status of cleanup .iciiviiy 
and claim ranking. As a result of these assessments, the recorded 
receivable amounts in other .issets are net of allowances of $1 1.4 
million and $1 1.8 million as of December 31. 2003 and 2004. 
respectively. 

While there is no assurance of the timing of the receipt of state 
reimbursement funds, based on the (amipany s cx(H*rience, the 
C.'ompany expects to receive the majority of state reimbursement 
funds, except from C!alifornia. within one to three years after 
payment of eligible remediation expenses, assuming that the state 
administrative procedures for processing such reimbursements 
follow historic payment practices. The Caimpany estimates that it 
will receive reimbur.semetit of most of its identified remediation 
expenses in C'alifornia. although it may take additional years to 
receive those reimbursement funds. The C!alilornia reimburse¬ 
ment program separates claims into four classes: .A. B. (! and I). 
The Ciompanys claims are in (dass D. In 2003, as a result of the 
grow ing backlog <»f Ulass D claims, the (itirnpany recorded a $7.0 
million charge to O.S(I\'.A to reflect its best estimate of the fair 
value of its (California remediation receivable at that time. Upon 
pa.ssagc of CCalifornia AB 1906 in 2004, which increased the 
expected funding of the state's reimbursement programs, the 
CCompany revised its estimate of when it would receive funds from 
(Califiunia. As a result of this analysis, the (Company recorded a 
$2.0 million increase in its net receivable fr<im ( California for the 
year ended December 31.2004. 

.As a result of the expected timing for the receipt of reimbursement 
funds from California, the (xirtion of the recorded (California 
receivable relating to remediation activities already cornpleietl has 
been discounic*d at approximately 5.0% and 4.9'Ni ,is of DecemlKr 31. 
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2003 aiul 20(t‘i. respectively, to reflect present values. I has, the 
Peceinher 3K 2003 and 200 m, recorded receivable iimouni\ .ire 
.ilso nei (»r preseni value discounts ot SI0.2 million and SIO.m 
million, respectively. 

The (‘omp.iny has recogni/ed remediation expenses ot S23."' 
million. 52”.0 million (which includes the ^”".0 million chari;e 
luued above related to the Calitornia receivable) and S21.6 million. 
otVset by estimated recoveries ot Sll.S million. Sm.O million and 
S‘T8 million, tor the years ended Hecember 31. 2002, 2003 and 
2004. respectively. Such expenses are reflected in OSCi&A expense 
in the accomp.myini; consolidated statements ot earnings. 1 he esti¬ 
mated luture remediation expenditures and related state 
reimbursement amounts could change within the near future as 
giwernmental requirements and state reimbursement programs 
continue to be revised. .Such revisions could have a material impact 
on the (‘ompany's operations and Hnancial position. 

Litigation and Tax Assessments - riie Company is a party to 
various claims and matters til litigation and tax as.sessments inci¬ 
dental to the normal ci>ur.se ot its business. Management believes 
that the final resolution ol these matters will not have a material 
adverse effect on the Camipanv’s financial position, results of oper¬ 
ations or cash flows. 

Other - I freciive lanuary 1, 20(13, the Company has guaranteed 
S3.*^ million of a five-year. Sl^ million note betxveen the 
C.ompanv’s equity affiliate in Mexico and a third-party lending 
institution. I he afTiliate obtained the loan for the purpi>se of 
restructuring existing debt. Ihe guaranteed amount is the 
maximum potential amount that the CAunpanv could be required 
to pay in the event of default by its affiliate. 

The Companv has contracts with certain of its combined distribu¬ 
tion center operators that require it to process a certain level of 
products through the facilities. If the C!ompany fails to do so. it 
must pay the applicable operator a predetermined lee. 1 he 
(Company estimates that it will pay approximately S^.O million in 
such fees over the next three years. For the years ended December 
31. 2002. 2003 and 2004, the c:ompanv paid S80T,()0(). S3.8 
million and $3.7 million, respectively. Such amounts are reflected 
in merchandise cost of goods sold. 


NOTE 16: PREFERRED STOCK AND STOCK PLANS 

Preferred Stock - I he Company has 3 million shares (d preferred 
stock authori/.cd for i.ssuance. .Any preferred stock issued will have 
Mich rights, powers and preferences as determined bv the 
Companys Board of Directors. 

Stock Incentiue Plan - fhe Stock Incentive Plan providcN lor the 
granting of other forms of stock-based awards to certain key 
employees and officers of the Companv. I he Comparn granted 
140,(100 shares, 10.000 shares and -iS.OOO diares of restricted 
stock under the Stock Incentive Plan in 2002. 2003 and 2004, 
respectively. Upon issuance of the restricted s::ock. SI I S.OOO and 
SI.O million in unearned compensatiiin equivalent to the market 
value at the date of grant was charged to shareholders equity in 
the .iccompanying consolidated balance shec*ts as of December 
31. 2003 and 2004, respectively. The amoiiiHs are being amor- 
ti*/ed to expense over a four-year vesting period. 1 he C ompany 
recognized expense of S2.I million and S7.() million related to 
performance shares for the years ended December .^1, 2003 and 
2004. respectively. 

Sfock Compensation Plan for Non-Employee Directors - Cnder 
the Company s Non-Employee Directors Plan (see Note I). up to 
an aggregate of 240,000 shares of the ('.omp.inv‘s common stock 
is authorized to be issued to its non-employee directors. I.hgible 
directors mav elect to receive all, none or a piu tion of their direc¬ 
tors' fees in shares of the Company s common stock. During 2002. 
2003 and 200 m. respectively. 22.63*’. 34,003 and 22.344 shares 
were issued under the Non-Employee Directors Plan. Of the total 
shares issued under this plan in 2002. 2003 and 2001. M.060. 
26.634 and 14,436 shares, respectively, were restricted until the 
first of the month following the date of the directors retirement 
from the board. .Also under the Non-Employee Directors Plan, 
24,000 and 30.000 sici^k options at exercise prices of $0.30 and 
Si6.10 per share were issued m May 2003 and 2004. respectively. 
The exercise prices represent the fair market value of the 
Company s common stock on the dates t)l grant. 

A combined summary of the status of the Stock Incentive I'lan 
and the Non-Employee Directors Plan as of l)ecember 31. 2002. 
2003 and 2004. and changes during ihe years then ended, is 
presented below: 
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l ixcd Dptiofo 


2(M)2 


:(K)^ 



Sh.ires 

l(UH)s) 

Vtcij;hicil - Average 
Kxcrcisc 1‘ricc 

Shares 

(OtMUJ 

\X'ciglucd-Avcr.igc 

I xcrcisc Price 

SImicv 

((MMIcI 

Wcighiril Average 

1 xercisc’ Pi 111 

Outstanding at beginning ot year 

S.324 

SI 4.32 

6.S6« 

S1.V22 

7.292 

$12.19 

Ciranied 

1,449 

9.16 

1.4‘)8 

6.88 

1.418 

16.64 

F.xercised 


9.46 

(301) 

10.14 

(1.846) 

13.63 

Forteited 

(400) 

13.78 

(473) 

10.88 

(121) 

10.83 

Outstanding at end of year 

6.S68 

13.22 

■’.292 

12.19 

6,743 

12.68 

Options exercisable at year-end 

3.300 

14.07 

3.763 

14.11 

3.39S 

13.82 

Weighted-average grant-date fair value 







ot options granted during the year 

S s.so 


S 3.H7 


S S.SO 



()pia)n» t < )pn<»m I 


Range ol HxcrcLsc Prices 

1 >ptions 

1 Hirsraniling 
.It 12/31.MM 
((KH)*s) 

Wcightcxl • .Average 
Remaining 
(^inrraciuai 1 ite 

NX cigh led - .Average 
Kxcfcisc Price 

( )ptinris 
lj(ercts.ihle 
at I2/ M/(M 
((MMlc) 

NXeightciJ Average 
l .xcrcise Price 

S 6.88 

5 ‘).36 

2.418 

7.84 

$ 7.<)0 

(»():" 

$ 8.33 

9.36 - 

14.04 

i,.r2 

S.13 

10.41 

1.200 

10.35 

14.04- 

18.72 

1.48^ 

8.1 1 

16.12 

208 

15.50 

18.72- 

23.40 

1.466 

5.37 

19.24 

1..^8() 

19.00 

6.88 - 

23.40 

0,743 



3.395 



Sfocl( Purchase Plans - The (\)mpany has noncompcnsator\' stc>ck 
purchase plans that all<>w qualitied enipKiyc-cs and franchisees to 
acquire shares of the Ca>nipany’s common stock at marker value on 
the open market. The C'ompany is resjK>nsible tor the payment of 
all administrative tecs tor establishing and maintaining the stock 
purchase plans as well as the payment of all brokerage commissions 
tor the purchase ol shares by the plans’ inde|>endent administrator. 
The employee plan has a matching-contribution component equal 
t<i 10% ot the individual’s common stock purchases for the year 


with certain restrictions applying. I he (a>mpany’s matching contri¬ 
bution was and S02,(KI0 lor the years ended 

December 31. 2002, 2003 and 2004. respectively. 

NOTE 17: INCOME TAXES 

ITic contponents ot earnings trom continuing o|H*rations before 
income tax expense and cumulative eOect ot accounting change are 
as tollow's: 


Years Ended December 31 

2002 

2003 

2004 

(Po/iitn tn thnuxafidi) 

Ht^taud 

Restated 


Domestic (including royalties of S67.246. S47.308 and $51,*'57 
trom area license agreements in foreign countries) 

Foreign 

S90.514 

8.871 

$130,270 

7.598 

$168,522 

3,993 


S‘)‘>,385 

$ 1.47,808 

$172,515 
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TIk* proviNion lor income ia\ expense on c.irnin^s trom contin- ihe accompanying consolidated staiemenis ot earnings cuiimms ot 
iiing operations helore cunuilaiivc eltect ot accounting change in the following; 


Years Ended December 31 


2002 

2003 

2004 

f/W/wo tn ihou'ii/util 


fit’s f it 

Hfstptfti 


('lirrent 





I'ederal 


S 0,362 

S1.S,0~6 

S4l,S9S 

Itireign 



6,83" 

6,321 

State 


3,000 

3,300 

*",200 

Siihiotal 


20.341 

28,233 

SS,116 

Deterred 


10.413 

24^ IS- 

8,902 

lnct)ine tax expense on earnings From continuing operations before 





cumulative effect of accounting change 


S 3‘).754 

SS2,390 

S64,()18 

Reconciliations of income tax expense on earnings from continuing 

federal statutorx* rate to 

the Ciompanys 

actual income 

tax expense 

«>perations hedore cumulative efleci of accounting chaitge at the 

[>rovided are as follows; 




Years Ended December 31 


2(102 

2003 

2004 

{ihtllars III thousiin^Js) 


Kfitiittfi 

HfiUtwti 


lax expense at federal statutory rate 


S34,:’84 

S4H.2‘;4 

$60,380 

State income tax expense, net of federal income tax benefit 


2,701 

4i.‘)29 

4,946 

l-oreign tax rate difference 


ll.22^tf 

(1 .t)3(.) 

(1.3-9) 

Other 


3.493 

243 

71 



S39,:’S4 

S3.'!.3'»() 

$64,018 

Signihcam components of the Clompanys deferred tax assets and liabilii 

ies are as follows; 




December 31 



20‘f)3 

20(M 

dhtllur* tn thouiiinfisi 



kc.ytiUt f! 


Deferred tax assets 





Accrued liabilities 



S 0 1.291 

S 64,360 

Compensation and benefits 



3fl.902 

34,-^63 

Accrued insurance 



2(i.2S4 

33,621 

lYebi issuance costs 



lO.iU 

11,144 

Fax credit and NOL carryforwards 



4.S00 

— 

(^ther 



(>.SC,2 

^,993 

Subtotal 



14 1.923 

132,081 

Deferred tax liabilities 





Property and equipment 



(lS6.34(f> 

(209.869) 

Area license agreements 



(4l .osoi 

(41,030) 

Other 



(>.“’08: 

(4,660) 

Subtotal 



(23 5.098J 

(233,3^9) 

Net deferred tax liability 



s (91.rs) 

$(103,498) 
























76 


7 [(even fnc Annual Pfpcrt 


Notes to Consolidated Financial Statements 


NOTE 18: EARNINGS PER COMMON SHARE 

Clotnputations tor basic and diluted earnings per coninu)n share are presented below: 


Years Ended December 31 

2002 

2003 

2004 

'In thouiunds, except per dsare datai 

Hey ta ted 

Hmiitrti 


BASIC 




Warnings Irom continuing operations before cumulative erfect 




of accounting change 

S 

S 

$108,497 

loss on discontinued operations 

(10.85"^) 

(13.U>I ) 

(6,854) 

(!umulaiive effect of accounting change 

(28.I.V)) 

(10.244) 

(5,137) 

Net earnings 

$ 11,(>3S 

S 62.073 

$ 96,506 

Weighted-average common shares outstanding 

l()4.K27 

106.8 IS 

112,.193 

I’.arnings per common share from continuing operations before cumulative 




effect of accounting change 

S .S7 

$ .80 

$ .97 

Loss per common share on discontinued operations 

(.10) 

(.12) 

(.06) 

l.oss per common share on cumulative effect of accounting change 

(.27) 

(.10) 

(.05) 

Net earnings per common share 

S .11 

S .S8 

$ .86 

DILUTED 




Lainings from continuing operations before cumulative effect 
of accounting change 

S 

S 84.47H 

SI 08.497 

Adtl interest t>n convertible tjuarterly income debt securities. 




net of tax — sec Note 1 1 


lO.I 1 1 

8,446 

Larnings from continuing operations before cumulative cflect 




of accounting change plus assumed conversions 

61.822 

OS.SSO 

116,943 

Loss on discontinued operations 

tl0.8S7) 

(1.1.U>l) 

(6,854) 

C!unujlative effect of accounting change 

(28.1 V)) 

(10.244) 

(5,137) 

Net earnings plus assumed conversions 

$ 13,826 

S 72.IH4 

$104,952 

Weighted-average common shares outstanding (Basic) 

Add effects of assumed conversions 

104.82’^ 

106.H1S 

11 2,393 

iitock options and restricted stock - see N<»te \(y<\< 

81 

1.088 

2,612 

Convertible quarterly income debt securities - see Note 1 1 : 

6,S(»3 

10.04^ 

14,423 

Weighted-average common shares outstanding plus shares from 




assumed conversions (Hiluted) 

I 11.411 

126.0S7 

129,428 

L.arnings per common share from continuing operations before 
cumulative effect of accounting change 

S .SS 

S .7S 

$ .90 

Loss per common share on discontinued operations 

(.18) 

(.10) 

(.05) 

L<»ss per common share on cumulative effect of accounting change 

(.2S) 

(.08) 

(.04) 

Net earnings per common share 

S .12 

S .S7 

$ .81 


• I I Sioi k opstoui for anti Jtjm ojf connntyn itock for th( yean fnded Deitmbtr M JOOJ. JOO.i ond mpt't rn'riy, h,ivr rxrrtur prun ihat 

,irt f^rrutfr thun iht iUrru^r nutrkrt prtcei o/'t/fr tonimon ihttrfi for rtuf^ rr.prcnir yrar Ihfrrfurr. rhnr yfurn fhii r not hrm im'fudrd ni dtlutrd titruinyf prr thorr 
t sifi ufutium Ji thry have an antidtlutitr c/firt't 

i.M /'/v (fl 'fI)S arf not uiiumrd I'onirrtrd for thr yrar rnded Drirmfrrr M. JOOJ, a> thn have an aniidtlutive effevt on prr ,oninion \luirr. I he 

^iPS trere i on verted in 'see .^ote Ur 
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NOTE 19: OTHER RELATED PARTY TRANSACTIONS 

Related Party Loan - In Slav 2002. a financial-services siihsidian 
olM I made a personal loan of 22"'.S million Japanese yen fapprox- 
imately S1.’'S million) to one of the C'.ompanys nonemplovee 
direciors. I he term ilie loan, u hich is secured by certain shares t>f 
skkIv owned by the director, was extended from IVeember 2001 to 
March 200*^. I he inieresi rale on the h)an was decreasetl from 2.(i"i» 
to 2.0S'S» in December 200*4. 

NOTE 20: RECENTLY ISSUED ACCOUNTING STANDARDS 

In Mav 200 4. the l ASb issued I .-XSB Stall Position No. 100-2 ("I SP 
10(>-2*’). ‘'.Accoiinim^ and Disclosure Reipiirements Related to the 
Meilicare Prescrifnion Dru^. Improvemeni and Moderni/acion Act 
01200.^.” (the “.Act”). PSI* 100-2 Mipersedes I SP 100-1. which was 
issued in lamiarv 200*4 under the same title. 1 he Act concerns 
prescription druj; benehts under Medicare (“Medicare I’an D ) as 
well as a feder.il subsidy to sponsors ol retiree healthcare benefit 
plans that provide a benefit that is at least .ictuarially equisalent to 
Medicare Pan D. I SP 100-2 applies only to spons(»rs of dehiied 
benefit posiretirement health care plans for which (a) the employer 
has concluded that prescriptimi driijj benefits available under the 
pl.in are actuarially ecpiivalent to Medicare Part D and thus cju.ilify 
tor the subsidy under the .Act and (b) the expected subsidv will 
offset or reduce the employers share of the cost ol postreriremeni 
prescription dru^ coverai;e provided b\ the plan. In izencral. hSP 
100-2 concludes that plan sponsors shtsuld follow .SI AS No. 100 
(see Note l*4l in .iccountinj: lor the ellects of the Act. Specifically, 
the elVect iil ihe subsidy on benefits attributable to past serxice ».ost 
should be accounted lor as an actuarial experience ^ain and the 
elVect i>f the subside on future costs shoulil be .iccoimteci for a.s a 
reduction in serxice cost. The C’ompany .idopied the provision.s ol 
i Sp 100-2 elTective lulx I. 200-4. but was deterring recognition as 
alloxxed peiulitig the issuance of authont.itive guidance and its 
elfect. if any. on the Clompanvs financial position, results of opera¬ 
tions and financial st.uement disclosure. On January 21.200^, the 
Outers lor Medicare and Medicaid .Serxices issued such guidance 
bv releasing final regulations implementing the .Act. I hese regula¬ 
tions. xvhich the C'ompanv is currently exaluating. provide new aiul 
.uliliiional guidance lor iletermining actuarial equivalence. 
I lowever. based on the current design ol its posiretirement health¬ 
care benefit plan, the ('i>mpany believes that it is unlikeix that the 
[irescripiii>n ilrug benefits .ix ail.ible under its plan xvill be .ictuarially 
equivalent to .Medicare Part D. .ind the Cannpanx xvill therelore nr>t 
quality for the subsidy undet the Aci. 

In November 200*4. the l ASB isMied .Sh.AS No, I S1. "Inventory 
t'.osts.” Sl-.A.S 1^1 requires that fixed production costs be allocated 
to inventory ba.sed on the normal c.ipacitv <if production f.icilities 


and that unallocated overheads be recognized as an expense in the 
periods in xvhich they are incurred. In addition, other items such as 
abnormal freight, handling costs and amounti of excess spoil.ige 
rec]uire treatment a.s current-period charges rather than a portion of 
the inventorx' cost. Sh.A.S No. 1^1 is effective for inxetiiory costs 
incurred during [>eri<id.s beginning after lupe 2005. Ihe 
Companx is currently assessing the requiremeiits of the standard, 
which it xvill adopt effective Januarx 1.2BI)b. hut it does not Ixelieve 
that its .iditption xvill haxe a m.itcrial impact, if any. on its consoli¬ 
dated financial position or results of operations. 

In December 201)1, the I A.SB issued Sh.A.S No. 12.^ {rexised 2004), 
'Share-Based Payment.” (“Sl AS I23R’*), which revises SI.AS No. 
122. “Accounting lor Stock-Based Caimpensatijon. ’ and supersedes 
.APB Opinion No. 2^. “Accounting lor Stock hsKiied to h.mployec.s. 
Sh.AS 12.sR establishes standards lor accounting for transactions in 
xvhich .m entity exchanges its equity insiruiinenis for goods or 
services. The primarx locus of Sh.AS 122R is dn emploxee services 
obtained m share-based payment transactions. SI AS I2.^l\ requires 
that all share-based payments to employees Ite recognized in the 
linanci.il siatemenis based on their lair xalues| beginning with the 
first interim or .mnual reptirtiiig period that bc*gins .ifter June IS. 
20()S. with earlx’ adoprion encouraged. I he fair value ol a share- 
based payment transaction is to be determined by an option-pricing 
model as ol the gram date of the award. I he cdsi will be recogni/.ed 
over the peritid during which an employee i** recjuired to pr<jxide 
services in exchange lor the axvard. 

The implementation guidance of SI AS l.l.^R requires that a 
companv elect a transition method to be used .it the date of 
adoption. The transition meth<»ds include both prospcciixe and 
retrospective options lor adopting, lender ilu! retrospective ir.in.si 
lion options, prior periods may be restati-d either a> ol the 
beginning of the year of adoption or lor all p«rrit»ds presented. 1 he 
prospective method requires that compensation expense be recorded 
for all unvested .ixx.irds at the beginning til the lust period ot 
adoption of ShAS 123R. xvhile the retrospective methods require 
that compensati«>n expense tor all unvested axxards be reciiided 
beginning with the first period resi.itcd. 

I he (*<»mpjnx vxill adopt the provisions of Sh.As 12.^R efiectix'e July 
1. 200S. It intends to elect the retrospective transition method xxith 
all prior periods presented restated to include expense previously 
calculated under SH.A.S No. 12.^ lor pro torni.i hmtnote disclosures. 
Based on its preliminary analysis ot SH.AS No, 12.^R. the (.ompanx 
anticipates that the .ifter-t.ix impact ol adoption tui its earnings 
from coiuiiiumg operations lor the year ended Decembei ^ 1,2(H)S, 
will be an expense of approximately SfvO milium kj S^.B million. 
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NOTE 21: SUBSEQUENT EVENT 

On Ichniary 28. 2()()S, lY sold to SEJ its interest in both lYCi and 
its inde|X‘ndently held shares ot the Company’s common stock. T his 
transaction between h and SEJ does not impact the Company. 
l•ollowinJ» the trans^iction, the C.ompanv is T’3.77% «)vsncd by IY(i 
and SllJ (see Note 1). 


NOTE 22: QUARTERLY FINANCIAL DATA (UNAUDITED) 

The summan/ed quarterly financial data for 2(H).^ and 2fMH below 
has been restated for the application of SEAS .No. 14‘1. 


Eirsi Second Third Eounli 


Year Ended December 31. 2003 

(Quarter 

(Juarier 

(.Juarier 

Cottar ter 

Year 

(DolLirs m mtiltom. except prr-fhare fLtt^ii 

Hettated 

ke stated 

Restated 

Restated 

Restated 

.Merchandise sales 

$1,641) 

$1,871 

$2,016 

$1,848 

$ 7.373 

Casoline sales 

812 

822 

893 

828 

3.333 

Net sales 

2.4S2 

2.693 

2.909 

2.(^6 

10.730 

Merchandise gross profit 

S67 

6f)6 

7IS 

631 

2.399 

(iasoline gross profit 

6"* 

92 

90 

76 

323 

Cross profit 


7S8 

803 

■^27 

2.924 

Income tax expense 

4 

24 

21 

3 

32 

[■.arnings from continuing operations before cumulative 
effect of accounting change 

(» 

40 

y\ 

3 

83 

l.oss on discontinued operations 

(2) 

(1) 

1 

III) 

(13) 

(aimiilative effect of accounting change 

— 

— 

(10) 

— 

(10) 

Net earnings (loss) 

4 

39 

23 

(6) 

62 

Net earnings per common share from continuing operations 
before cumulative effect of accounting change 
basic 

.06 

.38 

.33 

.04 

.80 

Diluted 

.06 

.34 

.29 

.04 

.73 

.Net earnings (loss) per common share 

Basic 

.04 

..r 

.24 

(.06) 

.38 

Diluted 

.04 

.33 

^ 1 

(.06) 

.37 


The first quarter’s earnings from continuing oiHrraiions include the 
receipt of life insurance proceeds of $2.2 million (net of deferred 
taxes of S1 A million). The third quarter inciudc*s a cumulative erteci 
of accounting change expense of $10.2 million (net of deferred tax 
benefit of $6.6 million) from the adoption of TIN 46 (see Notes K 
10 and 13). In adiliiion. the third quarter's earnings from contin¬ 
uing operations includes (a) a gain of S6.5 million (net of deferred 
taxes of $4.0 million) from the retirement of the ('ompany’s 
IXln'iitures (see Note 10). (b) an exfX'nsc of S6.2 million (net of 
deferred tax benefit of $3.’' million) from foreign currency conver¬ 
sion and (c) $4.3 million (net of deferred tax Ixrnefii f>f $2.7 
million) to reflect the Company’s best estimate of the fair value of 
its (California remediation receivable (see Note IS). The fourth 
quarter’s loss on discontinued o|H*rations includes a charge of $8.9 


million (net of defetied tax benefit of $S.S million) related to store 
closings (see Note 6). 

As discussed iii Note I, the Company revised its lease accounting 
and restated its previously issued financial statements to adiusi the 
amortization expense of certain of its leasehold improvements to be 
the shorter i»f the economic useful life or the lease term as defined 
by .SE.*\S No. 13. These restatements to (>S(icYA for additional 
depreciation expense of $812.()()(). $81S.()0(). $H1S.0(K) and 
SSr.OOO resulted in decreases of $49S.()0(). $S|4,0()(). $S()S.()()0 
and $S()6.()()() in earnings from continuing operations In-fore cumu- 
laiive efiect of accounting change lor the respective tjuariers. 
Diluted EPS decreased $.1)1 in both the first and fourth quarters as 
a result of the restatements. 
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Notes to Consolidated Financial Statements 


I irvi Sctonii I liird I tuirth 


Year Ended December 31. 200*4 

Qtiarier 

t^uarter 

(.Juai ter 

t jiianer 

Year 

\lhtUiirs iti tu/lltom. cxitpt f*rr-4*,trf 

Ri'^uu n 





.Merchandise sales 

$N784 

S2,026 

$2,123 

SI,960 

S ".893 

f. 

924 

1,08“' 

1,096 

1,121 

^,228 

Net sales 

2,“’08 

3,113 

3,219 

3,081 

12,121 

Merchandise gross profit 

630 

722 

769 

693 

2,814 

Ciasoline gross profit 

^1 

91 

83 

9“" 

342 

Ciross profit 

"Ol 

813 

852 

790 


Inctime tax expense 

7 

29 

26 

2 

64 

l arnings from continuing operations before cumulative effect 






of accounting change 

10 

48 

45 

6 

109 

l oss on discontinued operations 

II) 

(I) 

(1) 

(4) 

(7) 

('umulaiive ellect of accounting change 

(S) 

— 

— 

— 

(S) 

Net earnings 

Net earnings per common share from continuing operarions 

4 

^7 

44 

2 

9^ 

before cumulative effect of accounting change 

Basic 

.09 

.42 

.40 

.05 

.9“' 

1 )i luted 

.09 

.38 

.37 

.05 

.90 

Net earnings per common share 






Basic 

.Ol 

.42 

.39 

.01 

.86 

Diluted 

.Ol 

.38 

.36 

.01 

.81 

Indudeil in the first c]uarter is a cumulative effect charge ot 

.•\s discussed 

in Note 1, the C^ompany revised its leave .iccountmg 

million (net of deferred tax benefit of S3.3 million) resulting from 

and restated 

its previously issued financial 

statements to 

.idjust the 

the C'ompanvs adoption of MN 46K (see Notes I and 2). The first 

amortization expense ol certain of its leasehold improvements to be 

cpiarter also includes income of S3.H million (net ol deferred taxes 

the shorter of the economic 

useful life or 

the lease term 

as defined 

ofS2.4 million) related to the mutual termination of the C\>mpany\ 

by SI AS N( 

). 13. These restatements to 

OSd^cA for additional 

V'eom check-cashing relationship, fhe second quarter includes an 

depreciation 

expense of $ 1. 

2 million in 

1 e.ich of the 

first three 

after-tax charge of $4.6 million related to the early retirement of the 

quarters resulted in decreases of $“’2^.000. 

$''-48.(K)f) and $‘'03,000 

Catyplace lerm Loan (see Ntiie 10). In addition, the second 

in earnings from ct>ntiiniing operarions before Lunuilative effeci ot 

quarter's earnings from continuing operations include a foreign 

accounting 

change in the 

respective 

quarters. Diluted LI’S 

currency conversion gain of $3..^ million (net of deferred taxes <if 

decreased $.01 in the second 

quarter .is a i 

result of the rest.uements. 


S2.1 niillioii) and income ot million (net of deterred taxes of 
Sl.^ million) related to the mutual termination ot the Caurtpaiiys 
e-shopping relationship. Included in the tourih t|uarier Is a foreign 
currency conversion loss ot 5^.6 million (net of deterred tax benefit 
ol million). 
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Report of Independent Registered Public Accounting Firm 


To (he Board of Directors and 
Shareholders of 7-Eleven, Inc.: 

\XV have ciuiipleied an imeprated audit ot I Jevcn. liu.’s 2(MM 
«.unxilidaied tinaiKiai vcatemenls and o! its internal control over finan¬ 
cial re|X)rring a.s of December 31. 2004 and audits of its 2(M)3 and 
2002 consolidated financial statements in accordance wiih the stan¬ 
dards of the Public C ompanv Accounting Oversight Hoard (Dnitctl 
Slates). (>ur opinions, basetl on our audits, are presented below. 

Consolidated financial statements 

In «nir opinion, the accompanying consolidated balance sheets and 
the related consolidated statements of earnings, shareholders' equity 
and cash flows present fairly, in all material respects, the financial 
position of - I'.leven. Inc. and its subsidiaries at December 31.2004 
and 2(t03. and the results of their operations and their cash Hows for 
each of the three years in the period ended December 31. 2004 in 
conformity with .iccounring principles generally .icccpted in the 
l-nited States of America. I hese financial statements are the respon¬ 
sibility of the C-ompanys man.igemein. Our responsibility is to 
express an opinion on these financial statements b.».sed on our 
audits. We conducted our audits of these- sraiements in .iccordance 
with the standards of the Public Ca)mpany Accounting Oversight 
Htiard (L’nited States). Those standards rc*quire that we plan and 
perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit of 
financial statements includes examining, on a test ba.sis. evidence- 
supporting the amounts and disclosures in the financial statements, 
a.ssessing the .iccounting principles used and significant estimates 
made by man.igemcnt. and evaluating the overall financial state* 
mem presentation. We believe that our audits prtivide a reason.ible 
lusis for our opinion. 


.‘\s discussed in Notes 1,2. and i<» the consolidated financial state 
ments, the (Company adopted the provisions of SIA.S No. 143. 
“Accounting foi .Asset Ketirc-meni i )bligaiions.’* in 2(M)2. and the 
provisions of M AS No. T*(>. “.Accounting foi ( jwts .Associated with 
Txil or Disposal .Aciiviiies. * and T.ASH Interpreiation No. 4f». 
“C amsolidaiion of Vari.ible Interest Tntities -an Interpreiation of 
.AkR No. SI,*' in 2003, and lA-SR Interpreiation No. 40 (Revised). 
“Ca)nsolidation of Variable Inieresi I'luities—an Interpretation ol 
ARB No. S|,“ in 2004. 

.As discussed in Note 1 to the consolidated financial siaiements. ihe 
(-ompanv has restated its 2003 and 2(f02 financial statements. 

Internal control over financial reporting 

.Also. Ill our opinion, managements assessment, included in 
Management Rc-|X)ri on internal (Vinirol Over Tinancial Rejxirting. 
that the (’ompanv maintained effective internal control over finan 
cial reporting as of 1 )ecember 31. 20t)4 based on criteria established 
ill Internal ( ontrol - Integrated I ramewiirk issued by the 
(aunmiitee of Sponsoring (Ugani/ations of the Treadway 
C;ommissi<»n l( ()SC>), is fairly stated, in all material respects, based 
on those criteria, l-urihermore, in our tipinion. the (aiinpany main 
tamed, in all material res|>ects. effective internal control o\c-r 
financial reporting as of December 31,2004 based on criteria estab 
lished in Internal < ontrol— Intc-graied Tramework issued by the 
( t ).Sl), The C -ompany’s man.igement is res|x>nsible for maintaining 
effective internal ctinirol over fmancial reporting and for its a.ssess- 
meiit of the effectiveness of imernal control over financial reporting. 
Our responsibility is ic» express opinions on niaiiagemeni’s assess- 
nieiit and on the effectiveness of the (aimpanvs internal control 
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over fiii.uKi.il reportluseil on our .iiuiit. We conducted our audit 
of internal control iiver financial reporting in acct>rdance with the 
Standards ol the Public Company Accouiuin^ Oversight Board 
(United States). Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether effective 
internal control over fitiancial reporting was maintained in all 
material respects. An audit of internal control over financial 
reporting includes obtaining an understanding <if internal control 
over financial reporting, evaluating management’s assessment, 
testing and evaluating the design and operating effectiveness of 
internal control, and performing such other procedures as we 
consider necessary in the circumstances. NX'e believe that our audit 
provides a reasonable basis for our <»pinions. 

A company's intertial control over financial reporting is a process 
designed to provide reasonable assurance regarding the reliability of 
finattcial reptirting and the preparation of financial statements lot 
external purposes in accordance with generally accepted accounting 
principles. .A company’s internal contrtd over financial reporting 
includes those policies and procedures that (i) pertain to the mam 
tenance of records that, in rea.sonable detail, accurately and fairly 
reflect the trans.ictions and dispositions of the assets of the 
company: (ii) provide reasonable assurance that trans.ictions are 
recorded as necessarv’ to permit prejiaration of financial statements 
111 .icctirdance with generally accepted accounting principles, and 
that receipts and expenditures of the company are being made onl\ 
111 .iccordance with authorizations of management and directors of 
the company; atid (iii) provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use. or 
disposition of the company’s assets that could have a marerial eficvi 
on the financial statements. 


Because of its inherent liniiiaTions, internal control over financial 
reporting may not present or detect missratemeiits. .Also, projec¬ 
tions of anv evaluation of ertectiveness to future periods are subject 
to the risk that contrtils may become ituidequate because of changes 
in conditions, or that the degree of compliance wfith the policies or 
procedures may deteriorate. 

As described in .Management Report on Internal Ciontrol Over 
hinancial Reporting, management has excluded the operations 
relating to the A1 .M network from its assessment of internal control 
over financial reporting as of T>ecember 31. because it w.is 

acquired by the Caimpanv in a purchase business combination 
during We have also excluded the operations relating to the 

ATM network from our audit of internal comrol over hn.incial 
reporting. The .A T.M network is a consolidated business whose total 
assets and tot.il revenues represent Iand respectively, of 

the related ctnisolidaied financed siatemem amounts as i»f and for 
the year ended December 31.200A. 




PricewaterhouseCoopers LLP 

T^allas. Texas 
.March 1^. 20(13 
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Management Report on Internal Control Over Financial Reporting 


The nunagcrncni ot ^-lilcvcn, Inc. (7-Kl<rvcn) is responsible tor 
establishing; and maintaining adequate internal control over tinan- 
cial reporting. A company’s internal control over Hnancial reporting 
is a prtKcss designed to provide reasonable assurance regarding the 
reliability ot hnancial reporting and the preparation «)t Hnancial 
statements tor external purposes in accordance with generally 
accepted accounting principles. Because ot its inherent limitations, 
internal control over financial reporting may not prevent or delect 
mi.ssiatemenis. Also, projections ot any evaluation ot ctVectiveness to 
tuiure peritnls are subject to the risk that controls may become mad- 
ec)uate besause ot changes in conditions, or that the degree ot 
compliance with the policies or procedures may deteriorate. 

7-1 jeven management a.ssessed the ettectiveness ot the C'.ompanys 
internal control over hnancial reporting as ot December 31. 2()0*t. 
In making this as.ses.smeni. it used the criteria set torih by the 
C'.ommitiee ot Sponsoring Organizations ot the Ireadway ( om* 
mission ((!OSO) in hitenuil ('ontrol—htrefuted hramework. Basc*d 
on our a.sscssmeni we have concluded that, a.s ot Decemlser 31, 
201)4, the (.'ompany’s internal control over hnancial reporting is 
elective based on those criteria. 

.A.S permitted by SHC! guidance, management has excluded the o|>er- 
ations relating to the ATM network the Carmpany acquired in a 
purchase busint*ss combination during the third quarter ot 200^ 
trom its .tssevsnient ot internal control over hnancial rej>orting as ot 
IXrcember 31. 2004. I he A I.VI network is the network ot AI Ms 
ItKaied in our stores whose total a.cseis and total revenues reprc*seni 
1.7% and 0.3%. resjHrclively, ot the relateii consolidatcai hnancial 
statement amounts as ot and tor the year ended Deceml>er 3). 2004. 

(3iir management s a.sse.ssment ot the etfeciiveness ot the ( a>mpany’s 
internal control over hnancial reporting as ot December 31. 200-^, 
has been audited by PricewaierhouseCampers I I P, an independent 
registered public accounting firm, as stated in their report which 
appears herein. 


Management's Consideration of the Restatement 
In c<»ming to the conclusion that our internal c<»ntrol over hnancial 
reporting was etteciive as ot December 31. 2004. our management 
considered, among tnher things, the control deficiency related i<i 
jicriodic review' ot the application ot generally accepted accounting 
principles, which resulted m the need to rc*siaie our previously 
issued hnancial statements as disclosed in “Note 1” to the accompa¬ 
nying CiHisolidaied hnancial statements included in this I'orm 10-K. 
NXe reviewed and analyzed the Secuniies and l.xchange 
Ciommissions Stall Accounting Bulletin (“SAB") No. 09. 
“Materiality." Accounting Principles Board Opinion No. 2H. 
“Interim binancial Reporting." paragraph 20 and SAB lopu S I, 
“Accounting C^hanges Not Retroactively .Applied Due to 
Immateriality." and t<»ok into consideration (i) that the restatement 
adiusimeiiis did not luve a material imp.ict on the linanci.)! state 
ments ot prior interim or annu.il peri^ids taken as a whole; (ii) that 
the cumulative impact ot the restatement ad)usiments on share¬ 
holders' equity was not material on the tinaiuial statements oi prior 
interim or annual periods: and (iii) that we decided i») restate our 
previously issued hnancial statements solely In-cause the cumulative 
impact ot the error, it recorded in the current peri<Kl. would have 
been material lo the current year's reported net earnings. Based on 
our review and analysis, our management concluded that the 
control deticiency that resulted m the resiaiemeni ot the prior 
period hnancial statements was not in itsell a material weakness and 
that when aggrc-gaied with other dehciencies did not constitute a 
material weakness. 



Chief Executive Officer 


Edward W. Moneypenny 

Senior Vice President 
Chief Fmancia! Officer 
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Directors and Officers 


Directors 

Officers 


Toshifumi Suzuki 

James W. Keyes 

David Huey 

Chairman of the Board 

President and Chief Executive Officer 

Vice President, North Pacific Division 

Yoshitami Arai 

Gary R. Rose 

Sylvester J. Johnson 

Director 

Executive Vice President, Operations 

Vice President and Controller 

Masaaki Asakura 

Bryan F. Smith. Jr 

Gary C. Lockhart 

Director 

Executive Vice President. 

General Counsel and Secretary 

Vice President, Gasoline Supply 

Jay W. Chai 


P. Keith Morrow 

Director 

Masaaki Asakura 

Vice President and 

R. Randolph Devening 

Senior Vice President 

Chief Information Officer 

Director 

Edward W. Moneypenny 

Stanley W. Reynolds 


Senior Vice President and 

Vice President and Treasurer 
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Chief Financial Officer 


Director 


Jeffrey A. Schenck 


David M. Podeschi 

Vice President. National Franchise 

Masaaki Kamata 

Senior Vice President, Merchandising 


Director 


Nancy A. Smith 


Michael C. Blair 

Vice President. Great Lakes Division 

James W. Keyes 

Vice President, Mid Pacific Division 


Director 


Joseph M. Strong 


Robert J. Cozens 
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Frank S. Gambina 
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Shareholder Information 


Corporate Headquarters 

7-Meven. Int. 

271 1 Nt)rth Haskell Avenue 
Dallas. TX 7S2(H-2m 
(214) S2« '’01 I 
^•.•lnail: invest <^'"7-1 | .tom 

Stock Exchange Listing 

7-l*.levens tommon stock is listed on the New \ork Stock 
Lxchanjic. The symbid is SE”. 

NYSE Corporate Governance Matters 

7-|-.leven. Inc. has included as exhibits to its Annual Rc-jxirt on I'orm 
lO'K tor its 20(1*1 bscal vear, Hied w ith the SbX' on March I S. 2()0S, 
certiHc•alc^ ot 7-Klcven*s chief executive officer and chiet hnancial 
officer cenilying the nualitv' ol the company’s public disclosure. 
In avidition. as rc*c]uired by the NYSF.'s C.orptirate ('lovernance Rules. 
7 I'leven’s Clhiefl atecutive Officer submitted to the W.SF., within 30 
days tollowin^ 7-Fdeven's 2004 Annual Meeting of Shareholders, a 
certificate verifying that he was not aware of any violations by ”’-Fleven 
of any NVS!' corporate governance listing standards. 

Shareholder Information 

(.Juestions about stock ownership, changes of address, etc. 
should be directed to FIcven’s transfer agent and registrar: 

Computershare Investor Services, LLC 

2 .North l a Salle 
C'hic.igo. II. (i0002 

(312) .R>0-S4(H or loll free (877) 3(>0-S4(i4 
WWW. computers h .i re. c<i m 

C omputershare Investtir Services Program features dividend 
reinvesimeiii, optional cash investments, aurontaiie stock 
purchase and safekeeping of stock ceriificates. 


Annual Meeting 

^-Flevens annual meeting will be held at a.rn. C.eiittal 
rime <in Wednesday. April 27, 2()()S. at: 

7-Eleven, Inc. 

Cityplace Conference (’enter 
2“^ 11 N’ttrth Haskell .Avenue 
Dallas. rX ‘’S2I)4-2W> 

Other Information 

Requests for the Form 1()*K for the year ended IVeember 31. 
2004. and quarterlv financial information should be addressed 
to the Investor Relations department at the above address, by 
telephone at (214) 828-7333. or by email at invesi(<^‘7-1 i.eom. 
Investors may receive information regularly from the Company 
via e-mail m by fax by requesting to be included on the company s 
mailing list. 

Web Address 

vvwvv.7. Fleven.com 

Independent Auditors 

PricewaterbouseC.oopers I I P 
[Dallas. Fexas 

Common Stock 


The table below shows 
common stock during eac 
closing price on the last tr 

the price range for the (4>riipanv‘s 
h quarter of 2003 and 2004 and the 
ading day of each quarter. 

Quarters 

High 

Low 

Close 

2004 




1 irsi 

SIO.SI) 

513.03 

513.17 

Second 

18.SO 

13.10 

17.83 

Third 

20.(>4 

13.80 

10.08 

Fourth 

24.20 

10.03 

23.03 

2003 




First 

S 8.30 


5 0.00 

Second 

lO.OO 

(>.*)') 

10.33 

Third 

14.03 

10.JO 

13.73 

Fourth 

10.^3 

1 VO-i 

10 113 
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